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IN THE MATTER OF THE APPLICATION OF
ARIZONA-AMERICAN WATER COMPANY,
AN ARIZONA CORPORATION, FOR A
DETERMINATION OF THE CURRENT FAIR
VALUE OF ITS UTILITY PLANT AND
PROPERTY AND FOR INCREASES IN ITS
RATES AND CHARGES BASED THEREON
FOR UTILITY SERVICE BY ITS SUN CITY
WASTEWATER AND SUN CITY WEST
WASTEWATER DISTRICT OCT 19 2001
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The Arizona-American Water Company ("Arizona-American Water" or the "Company") is

the largest, investor-owned water utility in the State of Arizona. Arizona-American Water serves

approximately 131,000 water customers throughout the state. On July 26, 2006, the Company filed

an application for rate increases in its Sun City Wastewater District ("Sun City") and Sun City West

Wastewater District ("Sun City West") with the Arizona Corporation Commission ("Commission").

Sun City serves approximately 22,000 wastewater customers. Sun City West serves approximately

15,000 wastewater customers. The Company considers both districts built-out, and expects growth to

be insignificant. 1

Administrative Law Judge Teena Wolfe ("Judge Wolfe") held evidentiary hearings in this

matter on August 23, 24, 27, 28, 2007 and September 5, 2007. This rate application is the

Company's first rate application for the districts since June 30, 2004. The Commission approved the

current rates in Decision No. 67093. The Commission ordered a 14.66% decrease in Sun City's

rates, and a 26.43% increase in Sun City West's rates.2 In this proceeding, the Company requests a
26

27

28

1 AZ-AM -11 at 4. See also S-1 at Exhibit DMH-1 at Page 4 (Staff Engineering Report for Sun City). Staff estimates
that growth is approximately 273 customers per year., and Exhibit DMH-1 at 5-6 (Staff Engineering Report for Sun City
West). Staff estimates that growth is approximately 19 customers per year. See also TR: 645, ll. 7-8.
2 Arizona-American Water Company, Inc., Docket Nos. WS-01303A-02-867, WS-01303A-02-0868, and WS-01303A-02-
0869, Decision No. 67093 (June 30, 2004) ("Decision No. 67093") at 33. See also AZ-AM - ll at 4



1 33.13% incre a s e  in S un City's  ra te s a nd a  27.97% incre a s e  in S un City We s t's  ra te s S ta ff

2 re comme nds  a  30.93% incre a s e  in S un City's  ra te s , a nd a  23.77% incre a s e  for S un City We s t's
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In  its  Applica tion , the  Compa ny de s cribe d  its  S un City a nd S un City We s t d is tric ts  a s

re tire me nt communitie s .7 The  Compa ny cite d 2000 Ce nsus  da ta  showing tha t 74.5% of Sun City's

re s ide nts  a re  65 ye a rs  old or olde r.8 During the  public comme nt s e s s ion, one  public comme nte r

sta ted tha t the  average  age  is  now 74 and will soon approach 80 years  o1d.9 As discussed be low, the

Company argues tha t the  communities ' demographics  require  specia l considera tion for issues such as

ra te  des ign. Even though the  Company now opposes  a  volume tric ra te  des ign, Mr. Brode rick initia lly

te s tified

1 1
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We do expect the  re s idents  of this  community to be  quite  inte re s te d in
conserva tion based wastewate r ra tes a nd look forwa rd to the  re a ction
of the  Company's  proposa l sponsored by Mr. Charles  Loy

These  ra te  proceedings a re  particula rly important because  of the  (1) his tory of the  dis tricts  and

(2) the  Commis s ion's  dire ctive s  in De cis ion No. 67093. The  la s t ra te  incre a s e  for S un City wa s

a pprove d by the  Commiss ion in De cis ion No. 67093. The  Commiss ion a pprove d a  fla t ra te  de s ign

for the  dis trict's  was tewa te r cus tomers . However, the  Commiss ion directed the  Company as  follows

1 7

20

Some  municipa l was tewa te r sys tems  bill the ir cus tomers  ba sed on the
a mount of wa te r the y us e . To de te nnine  if tie re d wa s te wa te r ra te s
ba se d on wa te r consumption would be  a n a ppropria te  ra te  de s ign, we
will re quire  Arizona -Ame rica n to include  a  propos a l in  its  ne xt ra te
ca s e  filin g  fo r S u n  City We s t,  S u n  City a n d  An th e m/Aq u a  F ria
wa s te wa te r s ys te ms  tha t will p re s e n t in fo rma tion  on  l) whe the r
wa s te wa te r ra te s  ba s e d  on  wa te r cons umption e ncoura ge  wa te r
conse rva tion, 2) whe the r highe r bills  for thos e  who us e  the  s ys te m
more  is a  fa ire r way ro collect revenues , and 3) wha t tie red wastewater
ra te s  ba se d on wa te r consumption would look like  compa re d to a  fla t
ra te  des ign

26

AZ-AM's  Sun City Fina l Exhibit Summary a t 1. Docketed 9/14/07
AZ-AM's  Sun City Wes t Fina l Exhibit Summary a t 1. Docketed 9/14/07
Sta ff's  Sun City Fina l Pos ition Schedule DRR-1. Docketed 9/21/07

6 Sta ffs  Sun City Wes t Fina l Schedule GWB-1. Docketed 9/12/07
AZ-AM - ll a t  5

28
TR: 28 (Mr. Ken Avery)

Lu AZ-AM - 11 a t 6, 11. 2-4 (Mr. Broderick's  Direct Tes timony)
Decision No. 67093 at 42, 11. 4-11 (emphasis  added)
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The  Commis s ion's  Utilitie s  Divis ion S ta ff ("S ta ff") is  the  only pa rty re comme nding

volumetric, tiered rates  based on water consumption. The other parties  argue that volumetric rates

would result in rate shock and inappropriate cost allocations . They also argue that appropriate price

s igna ls  would not be  ava ilable  to individua l wa te r us e rs . The  la tte r a rgument is  based on the

communities ' unique circumstances . Notwiths tanding such arguments , evidence in the proceeding

supports volumetric rates.
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In his  Direct Testimony, Company witness Mr. Thomas M. Broderick discusses legacy issues

following the  Company's  purchas e  of the  dis tricts ' a s s e ts  and Certifica tes  of Convenience  and

Necessity ("CC&N"). The Commission approved Arizona-American Water's  purchase from Citizens

Utilities  Company ("Citizens") in Decis ion No. 63584.12 As  part of its  decis ion, the  Commiss ion

approved a  se ttlement agreement between the  Company and s taff." The settlement agreement

included provis ions  for regulatory treatment of certain liabilities  retained by Citizens .

The liabilities  were balances  of Advances  in Aid of Construction ("AIAC") and Contributions

in Aid of Cons truction ("CIAC") on Citizens ' books  on the  da te  of trans fe r. A portion of AIAC

balances  were trans ferred to CIAC.14 The  ba lances  were  imputed to the  Company and then

amortized over a  number of years  for ra temaking purposes . The dispute  in the  above captioned

matter is  the amount of imputed CIAC and AIAC in the tes t year. The tes t year is  from Decemberl0,

2004 to December 9, 2005.15 Staff recommends that imputed AIAC and CIAC be calculated on the

actual test year ending December 9, 2005.16 The Company argues that the test year is  the calendar

year for 2005 even though actual data used ends on December 9, 2005."

The  las t major dispute  be tween the  Company and S taff is  cos t of capita l. The  Company

recommends  an overa ll Return on Equity of 11.75% and overa ll Rate  of Return of 8.0%. S ta ff

recommends a Return on Equity of 10.6% and overall Rate of Return of 7.5%.

24

25
12 See  In the  Matte r of the  Joint Applica tion of Citizens  Utilitie s  Company e t.a l.,Docket Nos . W-01032A-00_0192 et.al. ,
Decis ion No. 63584, April 24, 2001.
13 Id. a t Finding of Fact fl 19 at 6.

2 6 14 Id. a t Exhibit 1 (Settlement Agreement Between Arizona  Corpora tion Commiss ion Staff and Arizona-American Water
Company), 113 (approximately 5%).

2 7 15 See S-8 at 2, 11. 21-24 (Sun City West test year is  December10, 2004 to December 9, 2005), and S-3 at 2, 11. 19-22 (Sun
City tes t year is  December 10, 2004 to December 9, 2005).
16 See S-8 at 6, ll. 13-18 (Sure City West); and S-3 at 6, 11. 17-23 (Sun City).
17 See AZ-AM .- 13 at 2, 11. 11-18.
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2 A. Rate Base
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Prior to a nd during the  he a ring, the  pa rtie s  re solve d mos t of the  is sue s  re la te d to ra te  ba se .

Three  ma jor is sues  we re  re solved through cross  examina tion and rebutta l te s timony a t the  hea ring.

The  firs t is s ue  wa s  the  corre ct re gula tory tre a tme nt of S un City's  obliga tions  for the  Tolle s on

Wa s te wa te r Tre a tme nt P la nt (the  "Tolle s on P la nt"). The  City of Gle nda le  tra ns ports  wa s te wa te r

from the  dis trict to the  Tolle son P lant. The  City of Tolle son owns  and ope ra te s  the  plant.18 Sun City

has  a  long te rn lea se  for a  portion of the  plant (the  "Tolle son Obliga tion").

In  De c is ion  No . 67093 , the  Commis s ion  de c ide d  to  de fe r imp le me n ting  a n  a d jus to r

me cha nism for the  obliga tions .19 The  Compa ny re que s te d re gula tory tre a tme nt of the  Tolle s on

Obliga tion in the  a bove  ca ptione d ma tte r. A de s cription of the  obliga tions  a nd a gre e me nt of the

pa rtie s  is  be low.
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The  second ra te  base  issue  re solved during the  hea ring was  the  a lloca tion of capacity for the

Northwe s t Va lle y Re giona l Wa te r Re cla ma tion Fa cility ("Northwe s t P la nt"). The  Compa ny use s  the

Northwes t P lant to trea t was tewa te r flows  from Sun City Wes t and its  Agua  Fria  Was tewa te r Dis trict

("Agua  Fria "). S ta ff is  a lso filing a n upda te d re comme nda tion in Docke t No. WS-01303A-06-0403 .

The  docke t is  the  pending ra te  ca se  for Anthem Wate r and Anthem/Agua  Fria  Wastewa te r Dis tricts .

1 8

1 9

The updated recommendation will re flect the  agreement be tween Staff and the  Company.

The  third ma jor is s ue  is  the  a ppropria te  a mortiza tion of impute d AIAC a nd CIAC. S ta ff

20 re que s ts  the  Commiss ion to include  a mortiza tion e nding on De ce mbe r 9, 2005, the  e nd of the  te s t

2 1 yea r. As  expla ined be low, if the  Commiss ion adopts  the  Company's  pos ition, amortiza tion would be

22
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26

accelerated beyond the test year.

In pre -filed te s timony, the  Company agreed with seve ra l ra te  ba se  is sue s  identified by S ta ff.

For e xa mple , the  Compa ny a cce pte d  S ta ff witne s s  Ms . Dorothy Ha ins ' re comme nda tions  to

reclassify certa in expenses. Ms. Hains recommended tha t expenses for flow meters  and genera tors  be

re cla s s ifie d to the  Na tiona l As s ocia tion of Re gula tory Utility Commis s ione rs  ("NARUC") a ccount

27

28 18 See Decis ion 67093 at 42, 11. 13-17. See a lso AZ-AM _ 2 a t 3, line 4 to 4, line 24, and AZ-AM - 9 a t 11, 11. 3-10.
19 Id. at 58, Finding of Fact 1154.
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numbers  364 and 355, re spective ly. The  Company a lso accepted S ta ff Witness  Mr. Dennis  Roge r's

a djus tme nt to re move  pla nt e rrone ous ly re corde d on S un City's  books .20 Othe r is sue s  re solve d

be tween the  Company and S ta ff a re  identified in the  pa rtie s ' pre -filed te s timony.

4
1 .

5

The Commission Should Adopt Staff's Recommendations of an Original
Cost Rate Base of $12,405,348 for Sun City Wastewater and $16,193,689
for Sun City West Wastewater.
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In its  fina l s che dule s  a nd in its  a pplica tion, the  Compa ny re que s ts  tha t its  origina l cos t ra te

ba s e  ("OCRB") be  cons ide re d its  fa ir va lue  ra te  ba s e  ("FvRB").21 For S un City, the  Compa ny

recommends a  ra te  base of $12,346,101 .22 For Sun City West, the  Company recommends a  ra te  base

of $16,544,545." For Sun City, S ta ff recommends  a  ra te  base  of $I2,405,348.24 For Sun City Wes t,

Staff recommends a  ra te  base  of $l6,409,l37.25

The  diffe rences  for Sun City a re  due  to 1) the  pa rtie s ' diffe rent pos itions  on recommenda tions

for impute d AIAC a nd CIAC, a nd 2) the  Compa ny's  a cce pta nce  of RUCO's  re mova l of ce rta in pla nt

re la te d to Youngtown.26 For the  la tte r is s ue , Compa ny witne s s  Ms . Hubba rd s ta te d tha t, "I will

a cce pt Mr. Cole y's  re comme nde d dis a llowa nce  e ve n though I ha ve  be e n una ble  to a s ce rta in the

genes is  of the  plant remova l."27 The  Company's  adjus tment was  a  decrease  in plant for the  amount

1 6

1 7

of$96,728.

The

1 8

d iffe re n c e s  fo r S u n  C ity W e s t a re  d u e  to  th e  p a rtie s '  d iffe re n t p o s itio n s  o n

re comme nda tions  for impute d AIAC a nd CIACF8 Note  tha t the  Compa ny's  fina l s che dule s  did not

1 9
incorpora te  its  a cce pta nce  of Mr. Be cke r's  ra te  ba s e  a djus tme nt numbe r 1. Mr. Be cke r ma de  a n

20

2 1

22

23

27

28

20 See S-1 at 5, line 11 to 6, line 5, and AZ-AM - 9 at 4, 11. 7-15.
21 See e.g. AZ-AM Exhibit Schedules  A-1 (Column B, line 1) and Schedule B-1 (Column C, line 24) for Sun City, See
a lso AZ-AM - 8 a t 2, line 14 to 9 a t 12, and S-8 a t 6, ll. 5-10 (For Sun City Wes t, "The Company reques ted tha t its
origina l cos t ra te base ("OCRB") be trea ted as  its  fa ir va lue ra te base."), and S-3 a t 6, ll. 10-14 (For Sun City, "The
Company reques ted that its  original cos t ra te base ("OCRB") be trea ted as  its  fa ir va lue ra te base.").

2 4 zz AZ-AM Fina l Exhibit Schedule B-1 (Column C, line 24) for Sun City. Docketed 9/14/07
23 AZ-AM Fina l Exhibit Schedule B-1 (Column C, line 24) for Sun City Wes t. Docketed 9/14/07

2 5 24 Staff Fina l Pos ition Schedule DRR-3 for Sun City. Docketed 9/21/07
25 Attachment 1, for Sun City West. Docketed 10/4/07

2 6 26 Cf Company Fina l Exhibit Summary a t 2 of 4 for Sun City docketed 9/14/07; and Staff's  Fina l Pos ition Schedule
DRR-4 docketed 9/21/07. See a lso Company Fina l Exhibit Schedule B-2 for Sun City. Docketed 9/14/07

AZ-AM 10 at 6, 11. 3-15.
28 Cf Company Fina l Exhibit Summary a t 2 of 4 for Sun City West docketed 9/14/07; and Staff's  Surrebutta l Schedule
GWB-3 (Revised) docketed 10/4/07. See a lso Company Fina l Exhibit Schedule B-2 for Sun City Wes t.
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a djus tme nt for the  be ginning  Utility P la n t in  S e rvice  ("UP IS ") in  the  a mount of $215 ,448 .29

Company witness  Ms. Hubba rd accepted the  adjus tment in he r Rebutta l Tes timony.30 Ms. Hubba rd

a lso e xpla ine d tha t the  pla nt a t is sue  wa s  re tire d a nd no longe r use d a nd use ful. Accordingly, she

re duce d both UP IS  a nd the  be ginning a ccumula te d de pre cia tion. Mr. Be cke r ina dve rte ntly did not

adjus t the  beginning accumula ted deprecia tion. His  corrected schedules  a re  a ttached as  Attachment

l. The  corrected schedules  a re  labe led as  fina l schedules  (with today's  da te ).

7
2.

8

The Commission Should Adopt the Parties' Agreement to Allocate 68% of
the Capacity of the Northwest Regional Wastewater Treatment Facility to
Sun City West.

9

1 0

1 1

1 2

1 3

1 4

In December 2004, the  Company expanded its  Northwes t P lant from 3.14 million ga llons  pe r

da y ("mpg") to 5.0 mud. Following the  e xpa ns ion, the  Compa ny comple te d a dditiona l upgra de s  of

the  pla nt. S ta ff witne s s  Dorothy Ha ins  ins pe cte d the  pla nt on S e pte mbe r 25, 2006. Ms . Ha ins

determined that the expansion and upgrades are used and useful.31

Company Witness  Mr. Brian K. Biesemeyer te s tified about the  purpose  of the  expans ion and

uses  of the  Northwest P lant as  follows:
1 5

1 6

1 7

1 8

1 9

In 2004, the  Northwe s t Va lle y Re giona l Wa te r Re cla ma tion Fa cility
("NW VW R F "),  fo rm e rly kn o wn  a s  th e  "S u n  C ity W e s t  W a te r
Re cla ma tion  Fa cility", was  expanded to accommoda te  flows  from the
Agua  Fria  Wa s te wa te r Dis trict jus t north a nd e a s t of S un City We s t.
As  a  re s ult, the  fa cility wa s  re na me d a nd the assets were tra ns fe rre d
from the  S un City We s t Dis trict to  a  ne w dis trict, or bus ine s s  unit,
entitled Northwes t Va lley Wa te r Trea tment Facility. Currently, the  Sun
City We s t Wa s te wa te r dis trict s till a ccounts  for the  ma jority of the
wastewater treated at the  NWVWRF.32

20
In the  Agua  Fria  Wastewa te r ra te  case , the  Company initia lly a lloca ted 2.25% of ope ra ting expenses

2 1
and ra te  base  for the  Northwes t P lant to the  Agua  Fria  Wastewa te r Dis trict ("Agua  Fria "). In this  ra te

22

23

case , the  Company initia lly a lloca ted 97.75% of opera ting expenses  and ra te  base  for the  plant to Sun

City Wes t. The allocations were  based on actual flows during the  test years. 34
24

27

2 5 29 s_8 at 6, 11. 20-24.
30 AZ-AM 9 at 6, 11. 9-12.

2 6 31 s-1 at Exhibit DmH-2, page 1.
32 AZ-AM - 2 at 5, ll. 4-10 (emphasis added). Note also that Company witness Mr. Troy Day adopted Mr. Biesemeyer's
testimony as his own. TR: 122, line 16 to 123, line 11.
33 AZ-AM -- 8 at 3, 11. 1-4. Note also that Company witness Ms. Sheryl Hubbard adopted the portion of Mr. Raker's

testimony for rate base treatment of the Northwest Plant as her own. TR: 305, line 20 to 306, line 16. See also S-1,
Exhibit DMH-2 at 3-4.
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At the  he a ring, Compa ny witne s s  Mr. Troy Da y te s tifie d tha t curre nt wa s te wa te r Hows  from

the  Agua  Fria  a re  approximate ly 10% of the  plant's  capacity. Mr. Day a lso agreed tha t the  purpose  of

the  e xpa ns ion wa s  to se rve  the  growth in Agua  Fria . The  prima ry a re a s  of growth a re  the  Corta

Be lla  Subdivis ion36 and the  former Rancho Cabrillo Sewer Company (The  Commiss ion approved the

acquis ition in Decis ion 67105 and Arizona-American Water merged the  company with Agua  Fria ).37

In he r e ngine e ring re port, S ta ff witne ss  Dorothy Ha ins  initia lly a dopte d S ta ff's  pos ition in the

pe nding ra te  ca se  for Agua  Fria .38 At he a ring, Ms . Ha ins  propose d a  ne w a lloca tion ba se d on the

re la tive  growth of S un City We s t a nd Agua  Fria . Ms . Ha irs  re comme nde d a n a lloca tion of 3.4 mud,

or a pproxima te ly 68%, for S un City We s t. Ms . Ha ins  ba s e d he r re comme nda tion on the  pe a k da y

flow for Februa ry 2005. The  peak day is  shown in Table  1 of the  enginee ring report on page  3. The

pe a k da y is  3.311 mgd.39 Ms . Ha irs ' re comme nda tion of 3.4 mud a llows  for the  minima l growth in

Sun City West. Ms. Hains  expla ined tha t 3.4 mud is  adequa te  to se rve  the  needs of Sun City West for

a  5-year planning horizon. 40

In  h is  Re butta l Te s timony a t the  he a ring , Mr. Brode rick a cce pte d  Ms . Ha ins ' upda te d

15 a lloca tion. Mr. Brode rick did ha ve  one  ca ve a t. He  te s tifie d a s  follows :

1 6

1 7

18

I gue s s  the  ca ve a t would  be , I gue s s  a  que s tion  is  doe s  [s ic] the
compa ny a cce pt the  32 pe rce nt a lloca tion of the  northwe s t va lle y
tre a tme nt fa cility's  cos ts  to the  Anthe m/Agua  Fria  Wa s te wa te r Dis trict.
And ye s , we  do. The  ca ve a t would be  tha t we  re vie w this  in the  ne xt
ra te  ca se , tha t tha t be  a  pe rce nta ge  s ta tis tic tha t ge ts  re vie we d on the
next ra te  case ...-

1 9

20

21

22

I guess  the  comment I would make  is  32 pe rcent is  much, much highe r
tha n we  s ta rte d. We  s ta rte d a t 2.25 pe rce nt....And in S un City We s t,
the re  wa s  a  pe a k in e a rly '03 of ne a rly 4 million ga llons . And tha t, you
know, tha t's  an actua l peak, even though, a s  Ms. Ha ins  correctly noted,
the  va lue s  ha ve  be e n kind of s te a dy or s lightly down s ince  the n, a nd
she , you know, she  took off of the  more  re ce nt a ctua l, you know, tha n
the  earlie r one  time historic peak.41

23

24

25

26

27

28

34 TR: 152, line 15 to 153, line 5. See a lso S-14 a t 399 (Partia l transcripts  for Docket WS-01303A-06-0403), and S-29 a t
450-456 (Partia l transcripts  for Docket WS-01303A-06-0403).
35 TR: 153, line 24 to 155, line ll.
36 s -1, Exhibit DMH-2 a t 3.
37 TR: 148, line 14, to 149, linell, and 160, ll. 12-15; see a lso S-21 (Decis ion No. 67105).
38 TR: 643, 11. 3-22.
39 See S-1, Exhibit DMH-2 a t 3. See a lso TR: 645, ll. 13-20.
40 TR: 645, line 21 to 647, line 9.
41 TR: 827, line 3 to 828, line 3.
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One  fina l is sue  wa s  a ddre sse d in the  he a ring for the  Northwe s t P la nt. Be fore  the  Compa ny

cre a te d a  ne w bus ine s s  unit for the  pla nt, the  pla nt's  ope ra ting re sults  we re  re porte d for S un City

We s t. Mr. Brode rick te s tifie d tha t the  Compa ny file s  a  s ingle  a nnua l re port for a ll of its  dis tricts  in

4 Arizona . He  e xpla ine d tha t individua l dis tricts  ha ve  s e pa ra te  re porte d re sults  in the  a nnua l re port.

5

6

7

8

9

1 0

1 1

Fina lly, Mr. Brode rick s ta te d tha t the  Compa ny would ha ve  a  ne w se ction for the  Northwe s t P la nt.

Thus , the  pla nt's  ope ra ting re sults  would be  s ta te d s e pa ra te ly from S un City We s t a nd Agua  Fria .

Neverthe less , the  da ta  for each district would appear in the  section for the  Northwest Plant.42

S ta ff re spe ctfully re que s ts  the  Commiss ion to a dopt the  a lloca tion a gre e me nt be twe e n S ta ff

a nd the  Compa ny for the  Northwe s t P la nt. S ta ff a lso a gre e s  tha t the  a lloca tion ma y be  re vis ite d in

future  ra te  cases  if the  re la tive  use  of the  plant by the  dis tricts  changes . The  Commiss ion should a lso

order the  Company to report the  results  of plant opera tions  in the  Colnpany's  annua l report.

1 2
3.

1 3

The Commission Should Adopt the Parties' Agreement on the Regulatory
Treatment of the Tolleson Obligation.

1 4 Sun City does  not have  a  wastewate r trea tment facility. On June  21, 1985, Sun City executed

a  long te rn agreement with the  City of Tolle son ("Tolle son") for was tewa te r trea tment se rvices  a t the1 5

1 6 Tolle s on Wa s te  Wa te r Tre a tme nt P la nt (the  "Tolle s on P la nt") ("Tolle s on Agre e 1ne nt").43 The

1 7

1 8

1 9

Tolle son Agreement replaced an agreement origina lly executed on April 10, 1979 be tween Sun City

a nd the  City of Gle nda le  for s imila r s e rvice s .44 The  City o f Gle nda le  con tinue s  to  p rovide

tra nsporta tion se rvice s  from S un City to Tolle son pursua nt to a  s e pa ra te  a gre e me nt.45 The  cos t

20

2 1

recovery for transporta tion is  included in the  Tolleson Agreement.46

The  Tolle s on Agre e me nt include s  four ra te  compone nts .

Commission discussed the  four ra te  components:

In  De cis ion  No . 67093 , the

22

23

24

25

Ra te  Compone nt One  is  a  fixe d a ria l us e r cha rge  re la te d  to  bond
fina ncing is s ue d by Tolle s on to pa y for the  origina l pla nt a dditions
Tolle s on ma de  in  orde r to  re ce ive  a nd tre a t the  S un City Dis trict's
wa s te wa te r flows . Ra te  Compone nt Two is  a  monthly ope ra ting a nd
ma inte na nce  ('O&M') cha rge  ba s e d on the  Compa ny's  proportiona te
sha re  of actua l O&M cos ts  based on actua l flows . During the  te s t yea r,

26

27

28

42 TR: 838, line  4 to 839, line  6.
43 See RUCO-15.
44 Id, at 2.
4* TR: 692, 11. 15-22.
46 Id. a t 693, line  21 to 694, line  4.
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Ra te  Compone nt Thre e  cons is te d of a  $1,500 monthly pa yme nt for
re pla ce me nt a nd continge ncy re s e rve s  up to a n a ggre ga te  ba la nce  of

2 $90,000.47

3 On April 22, 2003, S un City a nd Tolle s on e xe cute d a  third a me ndme nt to the  Tolle s on Agre e me nt.

4 The third amendment included increased cos ts  under ra te  component three  and added ra te  component

5 four. The  monthly fe e  for ra te  compone nt thre e  incre a s e d to $20,000 pe r month a nd the  a ggre ga te

6 increas ed to $200,000. Ra te  component four is  for ma jor capita l improvements  and additions .48 The

7 ca pita l improve me nts  will be  a pproxima te ly S 10 rnillion.49 The  e xpe cte d comple tion for a ll of the

8 improvements  is  in mid 2008.

1

In S un City's  la s t ra te  ca s e , the  Compa ny re que s te d a  cos t a djus tor me cha nis m. The
9

10

11

12

13

14

15

16

17

Commiss ion denied the  reques t because  the  improvements  under ra te  components  three  and four were

not known and measurabIe .50 The  Cormnis s ion noted tha t the  Company would be  kept whole  through

an accounting orde r approved in Decis ion No. 66386 (October 6, 2003).51 The  Commis s ion de fe rred

reviewing the  additional cos ts  until the  next ra te  case .52

Prior to Decis ion 67093, the  Company was  authorized to recove red cos ts  a s s ocia ted with the

Tolle s on Obliga tion through a  s urcha rge . The  Commis s ion origina lly a pprove d the  s urcha rge  in

De c is ion  No .  52600 ,  e ffe c tive  with  De c e m be r 1981  b illings ." In  De c is io n  No .  5 3 2 3 3 ,  th e

Commis s ion a pprove d us e  of a  ba nk ba la nce  to a ddre s s  ove r a nd unde r colle ctions  through the

s urcharge .54 At the  hea ring, RUCO witnes s  Marylee  Diaz Cortez te s tified tha t:
18

19

20

21

S o it is  cle a r from the s e  de cis ions  tha t the  origina l s urcha rge  for s ure
ha d ra te  compone nts  one  a nd two in the m. I be lie ve  thre e  wa s  a ls o
include d in it but you ca n't ge t the re  from the s e  de cis ions . But s imply
be ca us e  the  origina l compa ny ha d a  ra te  compone nt thre e  a nd the y
indica ted tha t they were  flowing a ll the  charges  through the  s urcharge , I
be lieve  it is  in the re  but it is  not explicit.55

22

23

24

25

26

27

28

47 Decis ion 67093 a t 42, line 19 to 43, line 8, see a lso RUCO-15 a t 22-28, and TR: 678, line 18 to 680, line 4.
48 See Id. and the Third Amendment at 2-3 .
49 Decision 67093 at 43 .
50 Decision 67093 at 45, 11. 24-27.
51 Id. at 45, 11. 18-23.
52 Id. a t 45, line 27 to 46, line 1.
53 R-16 (Decision No. 53530, dated April 20, 1983) at Finding of Fact 113 .
54 Id. a t Finding ofFact114, see also R-19 (Decis ion No. 55488, dated March 23, 1987) at 11, 11. 9-21.
55 TR: 681, 11. 13-20.
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1 In Decis ion No. 60172, the  Commiss ion discontinued the  surcha rge  and a llowed recove ry a s

2 opera ting expenses . The  Commission s ta ted:

3

4

5

Both S ta ff a nd RUCO re comme nde d tha t the  S un City S e we r's  s e we r
tre a tme nt s urcha rge  be  e limina te d a nd tha t the  Tolle s on wa s te wa te r
proce ss ing cha rge  be  tre a te d a s  a  norma l ope ra ting e xpe nse  which is
re cove re d in ba se  ra te s ....Accordingly, we  ha ve  e limina te d the  s e we r
treatment surcharge and included the costs in base rates.56

S ta ff's  initia l pos ition wa s  to tre a t ra te  compone nts  thre e  a nd four a s  a  re gula tory a s se t a nd

7 a mortize  it ove r the  life  of the  a s se t. S ta ffs  proposa l re s ta te d the  re gula tory tre a tme nt ba ck to 1998.

8 In 1998, the  Tolle son Obliga tion wa s  re fina nce d.57 The  Compa ny's  propose d a mortiza tion pe riod

9 wa s  for the  life  of the  fina ncing." S ta ffs  re s ta te me nt wa s  a  prior pe riod a djus tme nt to re fle ct the

10 correct amortiza tion period.59 S ta ff a lso included ra te  component three  as  a  regula tory asse t.

6

11 S ta ff"s  pos ition  is  cons is te n t with  De cis ion  No. 66386. In  the  a ccounting  orde r, the

12 Commis s ion a llowe d the  Compa ny to de fe r a ll cos ts  a s s ocia te d with the  incre a s e d cos ts  of ra te

compone nt thre e  a nd a ll cos ts  re la te d to ra te  compone nt.60 The  Commis s ion a ls o de fe rre d a ny

14 decis ion on ra temaking trea tment of the  de fe rra ls .61 The  Commiss ion expla ined:

1 3

1 5

1 6

1 7

1 8

1 9

Our de cis ion [in De cis ion No. 66386] re cognize d tha t the  is sua nce  of
the  a ccounting orde r did not a s sure  re cove ry of the  cos ts  in ra te s , but
th a t with o u t s u ch  a n  a cco u n tin g  o rd e r,  th e  co mp a n y wo u ld  b e
fore close d from poss ible  future  re cove ry of such cos ts  a s  a  re gula tory
asset. We  the re fore  orde re d  the  compa ny to  pre pa re  a nd re ta in
a ccounting re cords  s ufficie nt to  pe rmit a  de ta ile d  re vie w in  a  ra te
proceeding of a ll of the  deferred costs .62

S ta ff's  pos ition a ls o re fle cte d its  vie w tha t ra te  compone nt thre e  ma y ha ve  be e n pa rtia lly

20 re cove re d in ope ra ting e xpe nse s . Ms . Dia z Corte z te s tifie d:

2 1

22

23

24

Rate  adjus tment JMR-5, Sun City Wastewate r only, increases  ra te  base
to re flect improvements  charged to the  company under ra te  component
four of the  Tolle s on Agre e me nt....- - the re  is  a  his torica l ope ra ting
expense  of 1.9 and some odd dolla rs  and cents , million, tha t represents
ra te  compone nt one  a nd two a nd pos s ibly thre e . No w o n  a  g o in g
forward bas is , they want to trea t ra te  component four a s  a  purchase  of
capacity and use  it a s  a  ra te  base  item....So I think the  company in the ir

25

28

56 Decis ion No. 60172 a t 38 (*32 for Wes tlaw; 1997 WL 873623).
2 6 ' RUCO-18.

58 AZ-AM-13 at 2, 11. 13-20.
2 7 59 Staff Fina l Pos ition Schedule DRR-10. Docketed 9/21/07

60 See Decis ion No. 66386 at Finding of Fact 1]5 and Conclusion of Law 114.
61 Id. at Finding of Fact 1111 and Conclusion of Law 113 .
62 Decision 67093 at 45, 11. 18_23.
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1

2

3

propos a l,  a nd RUCO in e va lua ting it,  ca m e  to the  conclus ion tha t a fte r
2 2  ye a rs  th a t  m a yb e  it  wo u ld n ' t  b e  fa ir  to  c h a n g e  th e  ra te m a kin g
tre a tm e nt. . . .S o  the  com pa ny's  a pplica tion  re fle c ts  the  continua tion  of
ra te  com pone nts  one  through thre e  in  ope ra ting e xpe ns e  a nd the  ra te
ba s ing of ra te  compone nt four,63

S he  e xpla ine d tha t te s t ye a r a mounts  for ra te  compone nt thre e  a re De minimus .64 R UC () E xh ib it  No .
4

20 shows  the  a mounts  for the  firs t thre e  ra te  compone nts  a s  follows :
5

6
$632,762

$1,240,822
$55,88865

7

Ra te  Compone nt One :
Ra te  Compone nt Two :
Ra te  Compone nt Thre e :

The  Com pa ny inc lude d  ra te  com pone n t four in  Ra te  Ba s e  Adjus tm e nt J MR-5 .66  The  to ta l
8

a m o u n t  wa s  $ 6 7 7 , 7 2 3 ,  wh ic h  in c lu d e s
9

a n e fflue nt qua lity upgra de  ($437,896) a nd for a

dechlorination upgrade ($239,827).67 The Company initially included the Tolleson Trickling Filter in
10

11

12

13

14

15

16

ope ra ting e xpe nse s .68 Tolle son cha rge d for the  upgra de  through ra te  compone nt thre e .

Du rin g  th e  h e a rin g ,  th e  C o m p a n y a n d  S ta ff a g re e d  n o t to  c h a n g e  p rio r in c lu s io n  o f ra te

com pone nt thre e  cos ts  in ope ra ting e xpe ns e s . Howe ve r, the  pa rtie s  a gre e d to tre a t ra te  com pone nts

th re e  a nd  four a s  re gu la tory a s s e ts  on  a  go ing  forwa rd  ba s is .69  In  th is  p roce e d ing ,  cos ts  fo r ra te

c om pone n t th re e  we re  $444 ,000  fo r the  Tric kling  F ilte r.70 Ms .  Ha in s  fo u n d  th e  u p g ra d e  to  b e

ne ce s s a ry a nd re a s ona ble ." Cos ts  for ra te  compone nt four we re  $677, 723 a s  ide ntifie d in Ra te  Ba s e

Adjus tme nt J MR-5. S ta ff include s  both in ra te  ba s e  on Fina l P os ition S che dule  DRR-4.
17

18

19

20

Ms. Diaz Cortez testified that the $55,888 for rate component three was incurred prior to the

third amendment to the Tolleson Agreement. Accordingly, Sta ff is not including that amount in rate

base. On the other hand, Ms. Diaz Cortez agreed that a question presented in this proceeding is how

to treat future costs under rate component three."
21

22

23

24

25

26

27

28

63 TR: 683, line  12 to 684, 25.
64 Id. a t 681, line  25 to 682, line  2.
65 RUCO-20.
66 s -37.
67 Note that the Company accepted Staffs exclusion of Y2K costs $129,445. Cf Company Rate Base Adjustment JMR-5
to Staff Final Position Schedule DRR-4, line 72. See also Final Position Schedule DRR-11, line l. See also S-5 at 9, ll.
3-12.
68 Company Income Statement Adjustment JMR-5 at line 5.
69 TR: 723, line 6 to 726, line 12; see also Id. at 730, ll. 1-15; and AZ-AM - 14 at 2, ll. 13-20.
70 Staff Final Position Schedule DRR-4, line 66. docketed 9/21/07
71 s-1, Exhibit DMH-1 at 5.
72 TR: 698, 11. 8-21.
73 ld. at 700, 11. 7-10.
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1

2

3

4

5

6

7

8

9

1 0

1 1

In RUCO Exhibit R-20, the  Compa ny note d tha t it ina dve rte ntly le ft out $218,886 in inte re s t

e xpe ns e  unde r ra te  compone nt one . S ta ff a gre e d to a llow the  Compa ny to corre ct the  e rror now

ra the r tha n la te r. The  his tory of the  Tolle son Obliga tion is  comple x. Furthe rmore , it wa s  difficult in

this  proceeding to identify a ll re levant facts . S ta ff a lso agreed to the  correction a s  pa rt of the  ove ra ll

a gre e me nt for the  Tolle son Obliga tion. S ta ff include d the  inte re s t on Fina l Pos ition Sche dule  DRR-

12, line  10, column B.

A fina l is s ue  re la te d to  the  Tolle s on Agre e me nt is  whe the r it s hould be  include d in  the

Company's  capita l s tructure  a s  debt. In the  Anthem Wate r and Anthem/Agua  Fria  Wastewa te r ca se ,

S ta ff propos e d tre a ting it a s  de bt. S ta ff now re comme nds  not including the  Tolle s on de bt in the

ca pita l s tructure . S ta ff will ma ke  a  ne w re comme nda tion in the  Anthe m ca se . Howe ve r, S ta ff doe s

include  the  de bt in its  Ha ma da  a djus tme nt. S ta ff's  pos ition is  dis cus s e d furthe r in the  s e ction on

1 2

1 3

1 4

1 5

1 6

1 7

capita l s tructure .

S ta ff respectfully requests  the  Commiss ion trea t ra te  components  three  and four as  regula tory

asse ts  on a  going forward basis . As regula tory asse ts , they would be  included in ra te  base . The  other

Tolleson ra te  components  should continue  to be  trea ted as opera ting expenses. Staff a lso requests  the

Commis s ion to us e  a n a mortiza tion pe riod for the  life  of the  a s s e ts  ra the r tha n for the  life  of the

financing.

1 8 4. The Commission Should Only Include Amortization for Imputed AIAC
and CIAC Through the End of the Test Year on December 9, 2005.

1 9

20

2 1

22

23

24

25

Sta ff and the  Company disagree  on the  amount of imputed AIAC and CIAC to be  included in

ra te  ba se  for Sun City a nd Sun City We s t. Ne ve rthe le ss , the  pa 11;ie s  a gre e  on two re la te d is sue s .

Firs t, the  pa rtie s  a gre e  tha t the  s ta rting point for including impute d AIAC a nd CIAC in ra te  ba se  is

Janua ry 15, 2002. Tha t da te  is  the  end of the  te s t yea r in the  prior ra te  ca se .74 Second, the  pa rtie s

agree tha t the  ending da te  for including imputed AIAC and CIAC is  the  end of the  tes t V68/.75,

The  dis a gre e me nt is  the  da te  on which the  te s t ye a r e nds . S ta ff be lie ve s  tha t the  da te  is

December 9, 2005.76 The  Company argues tha t the  da te  is  December 31, 2005.77 The  difference  is  a
26

14 at 2, 11 1-4.
2 7 74 See 6.8. s-10 at 3, 11. 14-25.

75 See e.g. AZ-AM - .
76 See S-8 (Sun City West) at 10, ll. 21-23 (imputed AIAC) and at 13, 11. 1-3 (imputed CIAC); and S-3 (Sun City) at 12, 11.
21-23 (imputed AIAC) and at 10, 11. 20-22 (imputed CIAC).

1 2

28
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1

2

3

4

s ignifica nt diffe re nce  in dolla rs  which would be  include d in ra te  ba s e . For S un City We s t, the

diffe rence  for imputed AIAC is  $3,818,493, and for imputed CIAC, the  diffe rence  is  $233,188.78 For

S un City, the  diffe re nce  for impute d AIAC is  $8l5,22279, a nd for impute d CIAC, the  diffe re nce  is

$190,104.80

5 Mr. Brode rick a rgue s  a s  follows :

6

7

8

The tes t year in this  case  ends December 31, 2005, and tha t should not
b e  c o n fu s e d  with  th e  ye a r-e n d  c lo s in g  p ro c e s s  fo r wh ic h  o u r
a ccounta nts  s toppe d ma king phys ica l e ntrie s  on  De ce mbe r 9 ....If
.Arizona-American's  auditors  accept our books  as  a  December 31 year-
end, the  Commission should do the  same.8l

9 The  Co1npa .ny's  a rgume nt is  without me rit. Re gula tory a ccounting ha s  ne ve r be e n ide ntica l to

10 financia l accounting. Diffe rences  a re  based on numerous regula tory considera tions .

11 S ta ff ide ntifie d the  re gula tory cons ide ra tions  re le va nt in this  ca se . S ta ff witne s s  Mr. De nnis

12 Roge rs  te s tifie d tha t:

13

14

15

The  Compa ny choose s  to bill its  cus tome rs  on a  thirte e n we e k (4-4-5)
qua rte rly sche dule . This  me a ns  tha t the  cus tome r billing pe riod in the
Company's  te s t yea r was  in fact from December 10, 2004 to December
9, 2005. The  billing de te rmina nts  which the  Compa ny put forth to
support its  ope ra ting re ve nue s  for the  te s t ye a r mus t be  synchronize d
with the  othe r e lements  of filing othe rwise  the re  is  a  misma tch crea ted
among the revenues, expenses, and rate base for the test year.82

17 Mr. Ge ra ld Be cke r a gre e d a nd te s tifie d tha t "the  Compa ny's  proposa l cre a te s  a  misma tch be twe e n

16

. 83
1 8 [s ic] re ve nue s , e xpe ns e s  a nd ra te  ba s e ."

19 S ta ff a ls o ide ntifie d the  Commis s ion's  purpos e s  for cre a ting impute d AIAC a nd CIAC in

20 De cis ion No. 63584. Mr. Roge rs  a nd Mr. Be cke r e xpla ine d:

21

22

23

24

The  Compa ny's  pro forma  to a cce le ra te  a mortiza tion of IR CIAC [a nd
IR AIAC] is  ina ppropria te  for the  following re a s ons : 1) It s ubs ta ntia lly
diminishe s  the  be ne fit to ra te pa ye rs  tha t the  Commiss ion e s ta blishe d
with  th e  IR  C IAC  [a n d  IR  AIAC ] in  De c is io n  No .  6 3 5 8 4  a n d
e ffe ctive ly a lte rs  the  a mortiza tion pe riod s pe cifie d, 2) It e ffe ctive ly
a llows  the  Company to circumvent a  portion of the  provis ions  it agreed
to in the  se ttlement agreement adopted by Decis ion No. 63584, and 3)

25

26

27

28

77 S ee  AZ-AM- 13 a t 2, 11. 11-18.
78 s -10 at 4, 11. 4-7.
79 s -5 at 6, 11. 1-3.
80 14. at 4, 11. 17-19.
8:1 Az-AM- 13 a t 3, 11. 1-8.
82 s -5 at 4, 11. 8-15.
83 s -10 at 3, 11. 9-12.
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1

2

3

It crea tes  a  mismatch be tween [s ic] revenues , expenses  and ra te  base ,
i.e ., it viola tes  the  Test Year concept.8

The  Compa ny ha s  offe re d no e xpla na tion for why the  Commiss ion should cha nge  the  a mortiza tion

periods  es tablished in Decis ion No. 63584.

4

5 CIAC.

Sta ff re spectfully reques ts  the  Commiss ion adopt its  recommenda tions  for imputed AIAC and

S ta ffs  re comme nda tions  pre s e rve  the  purpos e  of the  Colnmis s ion 's  origina l de cis ion.

6 Accordingly, the  Commiss ion should adopt S ta ffs  recommended ra te  base  for Sun City and Sun City

7  W e s t.

8
B. Revenue Requirement

9

1 0

1 1

1 2

1 3

In its  fina l s che dule s , the  Compa ny re que s ts  a  re ve nue  re quire me nt of $6,001,098 for S un

City. The  Company's  reques t repre sents  an increa se  of $l,493,529, or approxima te ly an increa se  of

33.13%, ove r a djus te d te s t ye a r re ve nue s .85 For Sun City We s t, the  Compa ny re que s ts  a  re ve nue

re quire me nt of $5,818, 468. The  re que s t re pre se nts  a n incre a se  of $l,27l,943, or a pproxima te ly a n

increase of 27.98%, over adjusted test year revenues.86

1 4
Staff S

1 5

S ta ff re comme nds a  re ve n u e  re q u ire me n t o f $ 5 ,8 6 9 ,4 0 0 fo r  S u n  C ity .

recommendation represents  an increase  of $1,386,545, or approximate ly an increase  of 30.93%, over

16 adjus ted te s t yea r revenues .87 Furthe rmore , S ta ff recommends  a  revenue  requirement of $5,617,155

17 for Sun City West. S ta ff' s  recommenda tion repre sents  an increase  of $1,078,750, or approxima te ly

18 a n incre a se  of 23.77%, ove r a djus te d te s t ye a r re ve nue s .88 For both dis tricts  the  diffe re nce s  a re

1 9

20

prima rily due  to the  following two fa ctors : 1) cos t of ca pita l a nd 2) ra te  ba se d dispute s  a s  de scribe d

above.

2 1
Rate Design

22

23

24

c .

No pa rty dispute s  tha t Decis ion No. 67093 se t an expecta tion tha t volume tric ra te s  would be

de ve lope d a nd a na lyze d in this  ra te  ca s e . P ro  forma  volume tric  ra te s  a re  ne ce s s a ry for the

Commis s ion to ma ke  re le va nt findings  of fa ct. Findings  of fa ct a re  ne e de d to a ns we r the  thre e
25

26

27

28

84 S-8 at 12, 11. 1-9 and at 9, line 21 to 10, line 3 (Sun City West); and S-3 at 9, line 20 to 10, line 2 and at 11, line 21 to
12, line 3 (Sun City).
85 AZ-AM Final Exhibit Schedule A~1 (Line 28) for Sun City. Docketed 9/14/07
86 AZ-AM Final Exhibit Schedule A-1 (Line 28) for Sun City West. Docketed 9/14/07
87 Staffs Final Position Schedule DRR-1. Docketed 9/21/07
88 Staff Surrebuttal Schedule GWB-l (Revised). Docketed 10/4/07
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ques tions  posed in Decis ion No. 67093. But deve loping pro Ronna  volume tric ra te s  and comparing

the m to fla t ra te s  is  only a  firs t s te p. Additiona l informa tiona l ga the ring a nd a na lys is  of pote ntia l

impacts on consumer behavior are  necessary to complete ly address two of the  three  questions.

A thre s hold  que s tion is : Who be a rs  the  burde n to  ga the r s ufficie nt informa tion for the

5 Commis s ion to ma ke  its  de te rmina tions ?  De cis ion No. 67093 is  una mbiguous . The  Commis s ion

4

6

7

8

9

10

11

12

13

14

15

16

17

1 8

19

20

stated, "[W]e  will re quire  Arizona -Ame rica n to include  a  propos a l in its  ne xt ra te  ca s e  fling....tha t

will pre s e nt informa tion on [the  following thre e  que s tions ]."89 The  burde n wa s  pla ce d on the

Compa ny, not S ta ff a nd not RUCO. Notwiths ta nding the  la ngua ge  of the  de cis ion, S ta ff de ve lope d

its  own proposa ls  for volume tric ra te s  a nd fla t ra te s . But it is  importa nt to re cognize  tha t S ta ff wa s

not re quire d to provide  origina l da ta  or informa tion to a nswe r the  thre e  que s tions .90 Ne ve rthe le s s ,

S ta ff recognizes  its  unique  role  to a id the  Commiss ion in making decis ions .

The  Compa ny complie d with the  third que s tion: "[W]ha t tie re d wa s te wa te r ra te s  ba s e d on

wa te r cons umption would look like  compa re d to a  fla t ra te ." Howe ve r, the  Compa ny provide d

ins ufficie nt informa tion to a de qua te ly a ns we r the  othe r two que s tions : "l) [W]he the r wa s te wa te r

ra te s  ba se d on wa te r consumption e ncoura ge  wa te r conse rva tion, a nd 2) [W]he the r highe r bills  for

thos e  who us e  the  s ys te m more  is  a  fa ire r wa y to  colle ct re ve nue ." Arizona -Ame rica n Wa te r

provide d some  opinion te s timony a nd da ta . The  opinion te s timony a nd da ta  wa s  fa r from sufficie nt

to adequa te ly inform the  Commiss ion.

The  firs t que s tion is  a  que s tion a bout be ha vior of cons ume rs . The  s e cond que s tion is  a

ques tion about re la tive  equitie s . Informa tion addre ss ing the  second ques tion would obvious ly se rve

21

22

a s  a  founda tion  fo r a  po licy cho ice .

in fo rma tion  fo r the  firs t two  que s tions .

S ta ff be lie ve s  the  Compa ny did  not provide  s ufficie nt

S uffic ie n t in forma tion  would  he lp  the  Commis s ion

23

24

unders tand what is  s ta tis tica lly s ignificant or representa tive  of the  Company's  customer base .

Unfortuna te ly, the to  ga the r re le va n t a nd

25

Compa ny mis s e d opportunitie s appropria te

informa tion. Company witness , Mr. Charle s  Loy te s tified about his  due  diligence  and the  Company's

26 due  dilige nce , to the  e xte nt it wa s  s ha re d with him. Eve n though the  Compa ny initia lly s upporte d

27

28 89 Decision 67093 at 42, 11. 5-11.
90 See also TR: 223, line 16 to 224, line 4.
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1

2

volume tric ra te s ,91 it ultima te ly a gre e d with some  of RUCO's  re a sons  for ma inta ining fla t ra te s .92

Mr. Loy te s tifie d a s  follows :

3

4

5

6

Afte r [volume tric  ra te s  we re ] de ve lope d, it be ca me  a ppa re nt tha t
imp le me n ta tion  fo r the  Re s ide n tia l c la s s  wou ld  be  d ifficu lt with
que s tiona ble  re s ults ....RUCO witne s s  Mr. Cole y a ls o  pre s e nte d a
numbe r of re a s ons  why a  move  to a  volume tric re s ide ntia l ra te  is  not
a dvis a ble . Like  Mr. Brode rick, Mr. Cole y doubts  tha t a  "me a ningful
co n s e rva tio n  me s s a g e " wo u ld  b e  co n ve ye d  with  a  Re s id e n tia l
volume tric wa s te wa te r ra te  de s ign. Also, Mr. Cole y que s tions  whe the r
the move from fla t to volumetric would be  cos t beneficia l.93

9

to conduct s uffic ie nt due  dilige nce .

7
8 In his  Rebutta l Tes timony, Mr. Broderick a ls o identified three  reas ons  for re ta ining fla t ra tes .94

The  Company's  change  of pos ition is  ve ry troubling for a  s imple  rea s on. The  Company fa iled

10
It a rgue s  tha t volume tric ra te s  a re  pre ma ture  be ca us e  the

11
Company does  not have  sufficient informa tion. For example , Mr. Loy te s tified:

12

13

Arizona -American ha s  not conducted an ana lys is  of the  cos t of such a
cha nge . Furthe r, a ny cos t a na lys is  Arizona -Ame rica n could conduct
would be  limite d to only ta ngible  cos ts  such a s  time  a nd ma te ria ls . As
Mr. Brode rick implie s  in his  Re butta l, howe ve r, the re  a re  inta ngible

ca n  no t [s ic] be
14

cos ts  s uch a s  public re la tions  a nd goodwill which
estimated.95

15

16

17

18

The  Commis s ion is s ue d De cis ion 67093 on J une  30, 2004. The  Compa ny wa s  on notice

a bout the  informa tion re quire d to be  in this  filing. The  informa tion cite d by the  Compa ny is  e ithe r

specula tive , or re la ted to issues tha t could have  been addressed with sufficient due  diligence .

For e xa mple , Mr. Loy s ta te d, "The re  wa s  no discuss ion of a  cos t/be ne fit a na lys is  tha t I ha d

19 with a nyone  with the  compa ny. Only whe n RUCO a ddre s s e d it in  the ir dire ct te s timony did tha t

20 come  up.,,96 The  Company did not inves tiga te  the  cos t to change  its  billing sys tem.97 Neve rthe le ss ,

21 Mr. Loy expla ined tha t "the  change  in billing sys tems  is  a lways  an is sue  when you a re  deve loping a

22 Furthennore , the  Company did not inves tiga te  the  cos ts  to ins ta ll sub-me te rs  for

23 multiple  dwe lling units .99

. 98new ra te  des lgn."

24

25

26

27

28

91 AZ-AM - 5 at 5, 11. 1-5, and 9 at 11. 4-10.
92 AZ-AM - 6 at 3, line 16 to 4, line 5.
93 14.
94 Az-AM- 13 at 14, 11. 1-21.
95 AZ-AM - 6 at 4, 11. 1-5.
96 TR: 224, 11. 16-21.
97 Id. at 225, line 11 to 226, line 8.
98 Id. at 225, 11. 16-19.
99 Id. at 237, line 22 to 238, line 8.
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2

3

4

At the  he a ling Mr. Loy furthe r te s tifie d a bout the  Compa ny's  complia nce  with De cis ion No.

67093. He  s ta te d tha t the  e ntire ty of the  Compa ny's  complia nce  a ppe a rs  in his  Dire ct Te s timony

from page  14 to 17.100 But Mr. Loy a lso cla rified his  pre -filed te s timony a t the  hea ring. In re sponse

to the  firs t ques tion in Decis ion No. 67093, Mr. Loy s ta ted:

5

6

7

THE WITNES S : Ba s ica lly,  th e re  wa s n 't re a lly a  wh o le  lo t o f
ana lys is  needed. It was  jus t based on my experience  tha t if you have  a
vo lu me tric  wa te r ra te ,  wa s te wa te r ra te ,  th a t it  will e n c o u ra g e
conse rva tion, be ca use  the  pe rson ha s  to pa y for a ll the  volume s  tha t
they use .

8 COM. MAYES  : Oka y. S o you che cke d tha t off a s  it would

9 THE WITNESS : Yes .

10

11

COM MAYE S : - - e ncoura ge  conse rva tion. Oka y. Numbe r two,
whe the r highe r bills  for those  who use  the  sys tem more  is  a  fa ir way to
collect revenue , what did you do to ana lyze  tha t?

12

13

14

15

THE WITNES S : Ba s ica lly, a ga in , tha t's  a  ve ry ba s ic , tha t's  a
b a s ic  ra te ma kin g  q u e s tio n ,  is  th a t,  yo u  kn o w, th e  wh o le  th e o ry

pe ople  who us e  the  s ys te m more  s hould pa y more . S o it is  a  pre tty
common understanding. 101

Mr. Loy a lso te s tified tha t "the re  [a re ] lots  of s tudie s  out the re  on was tewa te r ra te s  and conse rva tion

16 ra te s . And it is  ge ne ra lly a cce pte d tha t the  more  you cha rge , the  le s s  will be  us e d."102 He  did not,

18

22

17 however, provide  any s tudie s  to the  Company.

P utting a s ide  infonna tion ga the ring a nd a na lys is , the  Compa ny confirms  tha t volume tric ra te s

19 a re  not uncommon for wa s te wa te r ra te s .103 Mr. Loy a cknowle dge d tha t the  indus try is  moving from

20 fla t ra te s  to volum e tric  ra te s . He  e xp la ine d tha t the  re a s on for the  tre nd is  tha t volum e tric  ra te s

21 a lloca te  cos ts  fa irly to cus tome rs .l04 In  Arizona , the  C ity of P hoe nix us e s  volum e tric  ra te s  for

wastewater based on water consumption.105

The  Com pa ny's  fina l pos ition on ra te  de s ign is based on thre e  a s s e rtions . Mr. Brode rick

24 te s tified tha t volume tric ra te s  1) would s hift cos ts  from s ea s ona l ra tepaye rs  to yea r round ra tepaye rs ,

23

25

26

27

28

100 Id. at 265, 11. 4-7.

101 Id. at 233, 11. 3-22.

102 rd. at 230, 11. 5-20.

103 Id . a t 236, line  22 to 237, line  2 .
104 14. at 237, 11. 3-7.

105 TR: 484, line  18 to 485, line  4 .
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5

6

7

8

9

1 0

2) would cause  e lde rly people  to conse rve  too much and jeopa rdize  the ir hea lth, and 3) would cause

s tre s s  for e lde rly pe ople  a nd would re s ult in oomp1a ints .106 The  Compa ny ha s  not provide d

competent evidence on any of the  three  assertions.

Firs t, volume tric ra te s  would not cre a te  a  he a lth a nd s a fe ty is s ue . Re tire e s  with  limite d

fina ncia l re s ource s  will be ne fit from volume tric ra te s . Mr. Loy pre s e nte d gra phs  tha t we re  bill

comparisons  under fla t ra tes  and volumetric ra tes .107 Ra tepayers  be low the  crossover points  will pay

lowe r ra te s . For S un City, the  cros s ove r is  4 ,000 ga llons  pe r month. For S un City We s t, the

cros sove r is  3,500 ga llons  pe r month. If ra te pa ye rs  with limite d me a ns  ha ve  lowe r utility bills , the y

will have  more  money for items tha t could a ffect the ir hea lth and sa fe ty, e .g. food and medica tions .

The  Compa ny pre se nte d no e vide nce  to support its  a s s e rtion. De ductive  re a soning a lone

1 1 de mons tra te s  the  oppos ite  of the  a s s e rtion. The  Commis s ion s hould not be  pe rs ua de d by the

1 2

1 3

1 4

1 5

1 6

Company's  unfounded assertion.

Second, the  Company's  a sse rtion of s tre ss  and compla ints  is  unfounded and based on mere

spe cula tion. Additiona lly, a ny s tre s s  ca use d by a  cha nge  in ra te  de s ign could e a s ily be  mitiga te d.

Mr. Loy agreed tha t ra tepaye rs  with sufficient financia l re source s  would unlike ly expe rience  s tre ss  if

the ir wastewate r ra tes  increased.108 Mr. Loy a lso admitted the  following:

1 7

1 8

1 9

And if you use  fla t ra te s , a  cus tomer tha t has  le ss  means  and uses
less  wa te r, would they genera lly be  subs idizing cus tomers  tha t use
more water and maybe greater means?

Yes, I would say.109

22

20 For ra tepaye rs  who have  le ss  means  and expe rience  a  ra te  decrease , a  volume tric ra te  des ign would

21 be  very unlike ly to cause  s tress  and confusion.

Fina lly, the  Compa ny d id  no t a tte mpt to  s urve y its  cus tome rs  or e duca te  the m in  a ny

23 sys tematic manner. Mr. Loy admitted tha t the  Company could have  conducted a  survey to de te rmine

pos s ible  re a ctions  to a  cha nge  in ra te  de s ign.1l0 The  Compa ny conducte d a  s urve y for one  of its24

25

26

27

28

106 Az-A1v1 - 13 a t 14, 11. 1-21.

1017 AZ-AM - 5 a t 16-17.
108 TR: 245, line  18 , to 246, line  1 .
109 Id. at 246, 11. 2-6.

110 Id. at 247, 11. 14-19.

I

I

l

I

A.

Q.

1 8



II

1 a ffilia te s  in  Illinois Although the  Company only had a  20% response  ra te l12, e duca tion prior to a

2 survey could increase  the  response  ra te .113 Mr. Loy tes tified as  follows:

3

4

And if the re  is  a n a s s umption tha t the re  will be  confus ion a nd
s tre s s , wouldn't it be  prude nt to be gin e duca ting a s  s oon a s  you
know you a re  going to be  doing tha t in the  future?

5

6

7

8

9

10

11

12

13

14

A. Ye s , I would s a y it would be  prude nt.

The  Compa ny ha d s ufficie nt time  from J une  30, 2004 to a ddre s s  a ll of the  is s ue s  it now us e s  to cla im

volume tric ra te s  a re  pre ma ture .

The  third a s se rtion compa re d e quitie s  be twe e n ye a r round ra te pa ye rs  a nd se a sona l ra te pa ye rs .

Aga in, the  Compa ny did not conduct a ny due  dilige nce . It did not inve s tiga te  a  ra te  de s ign tha t could

pre ve nt a n unfa ir subs idy.H4

S ta ff's  pos ition  is  s im ple .  Im ple m e nt vo lum e tric  ra te s  a nd  pha s e  the m  in  ove r a  pe riod  o f

time . Ra te pa ye rs  a nd  the  Com pa ny will ha ve  tim e  to  a d jus t to  the  c ha nge  in  ra te  de s ign . S ta ff

de ve lope d a  fla t ra te  propos a l for the  Com m is s ion  to  be  a b le  to  a dopt wha te ve r pha s e  in  pe riod  it

de e m s  a ppropria te .  Mr. Roge rs  te s tifie d, "[T]he  tra ns ition from  the  fla t ra te s  to  the  volum e tric  ra te s

15

16

ca n be  a ccomplishe d a t a ny de s ira ble  progre ss ion."H5

S t a ff  a ls o  d e s ig n e d  it s  v o lu m e t r ic  r a t e s  t o e lim in a te  th e  p o s s ib ility  o f u n in te n d e d

17

18

consequences. Staff" s  ra te  design is  fa ir to customers by be tte r a ligning costs  with cost causa tion, and

it rea sonably promote s  more  e fficient wa te iuse . Mr. Becke r te s tified a s  follows:

19

20

2 1

22

23

24

S ta ff continue s  to s upport volume tric ra te s  be ca us e , contra ry to the
Compa ny's assertion, it he lps lin k rates with the re la ted
cos ts .. Ca pping the  volume tric ra te  a t 5,000 ga llons  pe r month se rve s
to a lign wa te r use  with wa s te wa te r cos ts  by a llowing cus tome rs  to use
wa te r for outdoor purpose s  (a bove  5,000 ga llons  pe r month) a nd not
incuring wa s te wa te r cha rge s . It a ls o  e limina te s  the  ne e d  for a ny
cus tomer to curta il wa te r use  for hea lth and sanita tion purposes  due  to
e conomic cons tra ints ....S ta ff's  propose d ra te  de s ign offe rs  cus tome rs
with lowe r wa te r usa ge s  to ha ve  a  lowe r bill tha n the  pre se nt fla t ra te
while  provid ing  a  re a s ona ble  b ill for cus tome rs  with  h ighe r wa te r
consumption. 11

25

26

27

28

111 Id. at 486, 11. 2-7.
112 Note that it is generally accepted that a typical response rates is approximately 50%.
113 TR: 486 at 11. 15_18.
1141d. at 241, line 23 to 242, line 6.
115 s_5 at 11, 11. 17-23.
116 S-10 at 6, ll. 6-21, see also Mr. Rogers' Surrebuttal Testimony. S-5 at 10, ll, 11-26.

19
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4

1

2

3

S ta ff re spectfully reques ts  the  Commiss ion to adopt its  proposa l for volume tric ra te s . Arizona

is  a n a rid clima te  in the  mids t of a n ll-ye a r drought. Volume tric ra te s  a re  be coming incre a s ingly

common. Moreover, they a re  most beneficia l in Arizona  because  of the  sca rcity of wa te r.

4
D. Ca p ita l S truc tu re

5
S ta ff re comme nds  a  ca pita l s tructure  of 38 .5% e quity a nd 61.5% de bt.m The

6

7

8

9

1 0

11

1 2

1 3

Compa ny re comme nds  a  ca pita l s tructure  of 41.1% e quity a nd 58.9% de bt. S ta ffs  ca pita l s tructure

recommendation is  based on the  Company's  actual capita l s tructure  as  of June  30, 2007.

The  primary diffe rences  be tween Sta ff's  proposed capita l s tructure  and the  Company's , is  tha t

the  Compa ny is  not including a ny s hort-te nn de bt in its  propos e d ca pita l s tructure . The  Compa ny

oppos e s  inclus ion of a ny s hort-te rm de bt be ca us e  it a rgue s  tha t "[s ]hort-te rm de bt ca n a nd doe s

change  s ignificantly from month-to-month and season-to-season to meet working capita l needs and to

finance  Cons truction Work in Progress ."H8 Financing working capita l needs  is  one  use  of short-te rni

debt.119 Working capita l is  a  contempla ted component of ra te  base .120 This  is  not, however, the  only

14 pote ntia l use  of short-te rm de bt.m S hort-te rm is  one  compone nt of the  Applica nt's  ca pita l p001.122

15 Dolla rs  from individua l capita l sources  tha t comprise  the  pool can not be  a ttached to specific uses .123

16 He nce , a s  S ta ff Witne s s  Cha ve s  te s tifie d  it is  a ppropria te  to  include  s uch form of de bt in  the

17 Applica nt's  ca pita l s tructure .124 The  Comlnis s ion's  rule s , A.A.C. R14-2-103, S che dule  D-2 in fa ct

1 8

1 9

20

show short-term as a  component of the cost of capital.125

The  Company's  a rgument tha t the  S ta ffs  proposa l to include  short-te rm debt a lso is  a t cross

purpose s  with the  2005 Equity P lan is  s imila rly flawed. Mr. Brode rick s ta te s  tha t:

2 1

22

The  2005 equity plan se t an equity a  ra tio ta rge t of 40% to be  susta ined
s ta rting in 2010. At tha t time , S ta ff did not include  short-te rm de bt a s
pa rt of Arizona -Ame rica n's  ca pita l s tructure .,,126

23

24

25

26

27

28

117 Final Schedule PMC-9
118 A - 13, p. 5, 11. 13-15.
119 s- 13, p. 4, 11. 24-25.
120 s .- 13, p. 4 1. 25 and. 5.
121 s- 13, p. 5, 1. 2.
122 s-13, p. 5, 1. 3.
123 s-13, p- 5, 11. 4-5.
32 s - 13, p- 5, 11. 5-6.

s 13, p. 5, 11. 6-7.
126 AZ-AM-13, p. 6, 11. 4-9.
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1

2

3

4

While  a s  Mr. Chaves  pointed out Commiss ion Decis ion No. 68310 da ted November 14, 2005

ordered the  Company to file  an equity plan to achieve  and mainta in an equity ra tio be tween 40 and 60

pe rce nt of tota l ca pita l, the  Commiss ion cle a rly conte mpla te d tha t the  Compa ny's  ca pita l s tructure

would include  short-te rm debt.'27 The  Commiss ion's  Order s ta te s  in re levant pa rt:

5

6

7

IT IS  FURTHER ORDERED tha t Arizona -Ame rica n Wa te r Compa ny
s ha ll file  a  p la n  with  Docke t con tro l by De ce mbe r 31 , 2005  tha t
de s cribe s  how the  Compa ny e xpe cts  to a tta in a nd ma inta in a  ca pita l
s tructure  (e quity, long-te rm de bt, a nd s hort-te rm de bt) with  e qu ity
re pre s e nting be twe e n 40 a nd 60 pe rce nt of tota l ca pita l. (Emphasis
ad<1ed).128

8

The  Compa ny furthe r a rgue s  tha t

1 0

11

" ... Arizona -Ame rica n 's  fina ncia l s itua tion re quire s  a
9

proje cte d e quity ra tio of not le s s  tha n 40% for ra te ma king purpos e s "129. As  me ntione d in S ta ffs

dire ct te s tirnonylw, it is  the  Compa ny's  re spons ibility to ta ke  the  a ppropria te  a ctions  to a chie ve  a n

e  ult ra tio of not le s s  tha n 40 pe rce nt. P la cid the  burde n on ra te pa ye rs  b re  te s ting hi he r re turnsq y p g y q g
12

1 3
e ithe r directly or indirectly via  a  hypothe tica l capita l is  not appropria te .

For purpose s  of this  ra te  proce e ding S ta ff is  re comme nding a  fina ncia l risk a djus tme nt. The
1 4

1 5

1 6

1 7

1 8

1 9

20

fina ncia l ris k a djus tme nt re cognize s  the  a dditiona l ris k re pre s e nte d by the  Compa ny's  a dditiona l

le ve ra ge  compa re d with the  sa mple  compa nie s  a nd incre a se s  the  re ve nue  re quire me nt to provide

a dditiona l income  to grow e quity. In the  future , the  Compa ny should improve  its  e quity pos ition to

re duce  or e limina te  this  a dditiona l fina ncia l risk. Ra te pa ye rs  should not be  re quire d to compe nsa te

the  Compa ny fo r its  re la tive ly we a k fina nc ia l pos ition  by pa ying  in fla te d  ra te s  ba s e d  on  a

hypothe tica l ca pita l s tructure  tha t de picts  a  more  fina ncia lly s ound s e rvice  provide r tha n a ctua lly

exis ts .
2 1

22
S ta ffs  COE  re co mme n d a tio n  in  th e  e ve n t th a t th e  Co mmis s io n  d e c id e s  to  a d o p t a

3 hypothe tica l ca pita l s tructure  compos e d of 60 pe rce nt de bt a nd 40 pe rce nt e quity (a s  in itia lly
2

proposed by the  Company), othe r things  be ing equa l, would be  10.4 pe rcent inclus ive  of an upward
24
2 financia l risk adjus tment of 60 bas is  points . The  resulting overa ll ra te  of re turn would be  7.4 pe rcent.

5

26

2 7 127 s- 13,p. 5, 11. 12-14.
128 Decision No. 68310 at p- 15.

2 8 ' "Az - AM- 1 3 , p  6 .
130 s - 12, p. 37, 11 9-12.
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6

S ta ff"s  COE re comme nda tion in the  ins ta nce  tha t the  Commis s ion de cide s  to a dopt the

Applica nt's  re butta l propose d ca pita l s tructure  a nd cos t of de bt, othe r things  be ing e qua l, would be

3 10.3 pe rcent inclus ive  of an upward financia l risk adjus tment of 50 bas is  points . The  re sulting overa ll

ra te  of re turn would be  7.4 percent

Fina lly, Mr. Brode rick's  a rgue s  tha t "If the  Commis s ion ultima te ly a gre e s  with Mr. Cha ve s

recommenda tion to include  short-te rm debt for ra te -making purposes , Arizona -American will need a t

least one  more  ye a r to a chie ve  a nd ma inta in a  40% e quity ta rge t"131 The  Commiss ion ha s  not

changed the  de finition of capita l s tructure  a s  de fined by Decis ion No. 68310, and the  Company has

provide d no support for this  a s se rtion. Achie ving a n a de qua te  ca pita l s tructure  is  a  re spons ibility of

10 the  Company not to be  achieved by disadvantaging ra tepaye rs  through disca rding prope r ra temaking

principle s

7

Cos t of Ca p ita l

S ta ff' s  fina l recommended Re turn on Equity ("ROE") and ove ra ll Ra te  of Re turn ("ROR") a re

% a nd 7.5%, re spe ctive ly

%, respective ly

The  Compa ny's  re comme nde d ROE a nd ROR a re  11.75% a nd

Sta ff's  recommenda tions  use  marke t-based financia l mode ls  tha t have  been accepted by this

Commis s ion for ma ny ye a rs . S ta ff us e s  both his torica l a nd fore ca s te d inputs . All of S ta ffs  inputs

a re  factors  which investors  can reasonably be  expected to consider in de te rmining the ir expected ra te

of re turn. The  mode ls  a re  a ls o  wide ly a cce pte d  in  the  fina ncia l indus try a nd  by mos t s ta te

commissions in se tting just and reasonable  ra tes  of re turn

The  Compa ny's  us e  of ma rke t-va lue  ca pita l s tructure s  to  de te rmine  ra te s  of re turn  is

incons is tent with the  practice  known to inves tors  tha t regula tors  authorize  re turns  on the  book va lue

of property devoted to public se rvice

The  a fte r-ta x we ighte d a ve ra ge  cos t of ca pita l ("ATWACC") me thodology propose d by the

Company has  not been extensive ly used or reviewed in the  regula tory environment. Furthermore . the

AZ-AM-13, p. 12-13

AZ-AM- 15



II

1

2

ATWACC me thodology ha s  be e n re ce ntly re je cte d by the  Arizona  Corpora tion Commis s ion in a t

least two recent cases involving Arizona-American.134

3 A.

4

The Commission Should Adopt Staff's Recommended ROE of 10.6% Because It
Is Based On Proven Financial Models And On Balanced And Reasonable Inputs.

To de te nnine  the  re quire d ROE, S ta ff use d the  following fina ncia l mode ls : (1) the  cons ta nt

(2) the  multi-s ta ge  DCF mode l (9.6%), a nd
6

(3) the  ca pita l a s s e t pricing mode l ("CAP M").
7

5
growth dis counte d ca s h flow ("DCF") m ode l (8.6%)

S ta ff us e d  two CAP M e s tim a te s , one  us ing  a n

135.

8

9

10

11

12

13

14

15

16

17

18

19

20

21

his torica l marke t risk premium (1 l.4%), and one  us ing a  current marke t risk premium (9.6%).

S ta ff did not dire ctly e s tima te  S un City's  cos t of e quity be ca us e  S un City's  s tock is  not

publicly traded and using an average  of a  representa tive  sample  group results  in a  re liable  estimate .36

The  the ory unde rlying use  of the  DCF to e s tima te  cos t of ca pita l is  tha t the  cos t of e quity is

the  dis count ra te  which e qua te s  the  curre nt ma rke t price  to  a ll future  ca s h flows  e xpe cte d by

inve s tors .137 S ta ff us e d two ve rs ions  of the  DCF: the  firs t wa s  the  cons ta nt growth DCF which

assumes tha t an entity will grow indefinite ly a t the  same ra te , and the  second vers ion is  known as  the

non-cons ta nt growth DCF which doe s  not a s sume  one  cons ta nt, inde finite  divide nd growth ra te .38

Staff then calcula ted an average of the  DCF results  produced from both versions (9. l%).139

S ta ff the n use d a nothe r wide ly use d mode l for e s tima ting ROE known a s  the  CAPM mode l.

S ta ff us e d the  s a me  s a mple  wa te r u tilitie s  for its  CAP M computa tion  tha t it us e d for its  DCF

ana lys is .l40 The  CAPM describes  the  re la tionship be tween a  security's  investment risk and its  marke t

ra te  of re tum.141 The  CAP M mode l a s s ume s  tha t inve s to rs  will s u ffic ie n tly d ive rs ify the ir

investments  to e limina te  any non-systematic or unique  risk.142 Sta ff then ca lcula ted an average  for

the  CAP M re s ults  (I0.5%).
22

23

24

25

26

27

28

134 See Decision No. 69440 and No. 68858..
135 The percent in parentheses in each instance represents the average of the results for each model.
136 s -.- 12, p. 14, 11. 4-8.
137 s - 12, p. 15, 11. 4-7.
138 s - 12, p. 15, 11. 21-24
139 s - 12, Attachment PMC-2
140 s-12,p. 28, 11. 10-11.
141 s - 12, p. 27, 11. 22-25.
142 s - 12, p. 28, 11. 3-4.
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I

1

l

1 S ta ff ma de  a  fina nc ia l ris k

2

3

4

5

6

7

8

9

10

11

12

S ta ff the n ca lcula te d the  a ve ra ge  for both mode ls  (9.8%)

a djus tme nt of 80 ba s is  points  to re fle ct tha t Arizona -Ame rica n ha s  more  fina ncia l ris k tha n the

sample  companies . To do this , S ta ff used the  me thodology deve loped by Professor Robert Hamada

of the  Unive rs ity of Chicago, which incorpora te s  capita l s tructure  theory with the  CAPM, to e s tima te

the  e ffe ct of S un City's  ca pita l s tructure  on its  cos t of e quity.143 This  fina ncia l ris k a djus tme nt

results  in a  ROE 0f(10.6%),144 which results  in a  ROR 0f7.5%145.

For the  cons ta nt growth DCF, S ta ff ca lcula te d the  growth fa ctor by a ve ra ging the  re sults  of

s ix diffe rent me thods  for ca lcula ting it_146 The  growth factor is  the  most frequently disputed input in

the  mode l. S ta ff chose  a  ba lanced me thodology tha t "gives  equa l we ight to his torica l and prob ected

ea rnings  pe r sha re  ("EPS"), dividends  pe r sha re  ("DPS"), and sus ta inable  growth."147 S ta ff witness

Mr. P e dro M. Cha ve s  te s tifie d tha t his  choice  of inputs  a voids  the  ske wing tha t ca n occur by a  le s s

balanced analysis.148

13 Dr. Villa ds e n c ritic ize d S ta ff's  choice  of inputs  be ca us e  two of the  growth ra te s  us e d in

14

15

16

17

S ta ff's  cons tant growth DCF would re s ult in a  COE e s tima te  tha t is  lower than the  current yie ld on a

BBB-ra te d utility b0nd.149 Mr. Cha ve s  te s tifie d tha t if the  Commis s ion a dopte d Dr. Villa ds e n's

s ugges ted approach, it s hould a ls o exclude  "the  two highes t growth components  in orde r to ma inta in

a balanced outcome."150

18 B.

19

The Commission Should Reject The Company's Recommended ROE Of 11.75%
Because It Is Based On a Methodology that the Commission has rejected in the
Past

20 Compa ny Witne s s  Dr. Villa dse n a nise e d a t he r re comme nda tion through use  of s ingle  a nd

21 multi-s ta ge  DCF mode ls  a s  we ll a s  the  CAP M jus t a s  S ta ff utilize d but a lso e mploye d the  e mpirica l

22

23

24

25

26

27

28

143 s - 12, p. 35, 11. 11-16.
144 s -13, p. 2, 11. 10-12
145 s-96.
146 s -12, p. 17, 11. 12-15.
147 S -12,p. 17, 11. 13-15.
148 s -13, p. 8, 11. 17-20.
149 AZ-AM 16, p. 10 .
150 s -13, p. 8, 11. 17-25.
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1 ca pita l a s s e t pricing mode l ("ECAP M") to produce  he r 11.75% ROE re comme nda tion.151

2 Villadsen used a  sample of water companies and gas companies in her ana1ysis.152

Dr.

3 Mr. Chaves  expla ins  he r me thodology as  follows:

4

5

6

7

8

9

10

Dr.  Villa d s e n  firs t e s tima te s  th e  c o s t o f e q u ity fo r th e  s a mp le
companies  us ing these  ana lyses . Second, she  e s tima te s  an a fte r-tax
we ighte d a ve ra ge  cos t of ca pita l ("ATWACC") for e a ch compa ny in
the  wa te r a nd ga s  s a mple s  us ing e a ch e ntity's  ma rke t va lue  ca pita l
s tructure . Third, s he  ca lcula te s  a n a ve ra ge  ATWACC (unde r e a ch
DCF, CAP M a nd ECAP M a na lys e s ) for the  wa te r a nd ga s  s a mple s .
Fina lly to  compute  a n  e s tima te d  cos t o f e qu ity fo r S un  City, s he
ca lcula te s  the  cos t of e quity tha t e qua te s  the  ATWACC for a n e ntity
with a  hypothe tica l capita l s tructure  composed of 40 pe rcent equity and
60  pe rce n t de b t (a s  p ropos e d  by the  App lica n t) to  the  a ve ra ge
ATWACC for the  samples . 53

The  bigges t diffe rence  be tween S ta ff and the  Company is  tha t Dr. Villadsen re lie s  on marke t-

11 va lue  capita l s tructures , while  S ta ff re lie s  on book- va lue  capita l s tructures . Witness Chaves pointed

12 out tha t Dr. Villadsen's  sugges tion to use  marke t va lue  capita l s tructures  to de te rmine  ra te s  of re turn

13 for regula ted entitie s , ignores  tha t inves tors  take  into cons ide ra tion tha t regula tors  authorize  ra te s  of

14 re turn ba s e d on book va lue  ca pita l s tructure s .154 More ove r, Mr. Cha ve s  pointe d  out tha t "[a ]n

15 a ttempt by a  regula ting authority to authorize  ROEs to ma tch a  marke t va lue , when the  marke t va lue

16 diffe rs  from book va lue , only s e rve s  to ma inta in s tock price s ", which is  not the  ma nda te  of the

17 Commiss ion.55

18

19

20

21

22

23

24

Dr. Villa ds e n's  a s s e rts  tha t "...the  P e nns ylva nia  P ublic Utility Commis s ion ha s  a dopte d a

financia l risk adjus tment s imila r to the  adjus tment I have  recommended he re ... and tha t the  Missouri

Public Se rvice  Commiss ion has  in the  pas t accepted a  me thod s imila r to the  one  pre sented he re .l56

Als o the  Unite d S ta te s  S urfa ce  Tra ns porta tion Boa rd re lie s  on a  ma rke t va lue  ca pita l s tructure  to

estimate  the  cost of capita l for ra ilroads ." 157 The  cited examples  represent a  small portion of the  ra te

re gula te d unive rse  a nd show tha t this  is  not a  wide ly a cce pte d me thodology. In a ddition, the  S ta te

re gula tory commis s ions  re lie d upon by the  Compa ny only us e d a  s imila r me thodology in l or 2

25

26

27

28

151 s - 12, p- 40, 11. 5-6.
152 Id.
153  s - 12 ,p. 40 , 1 . 7  -p. 41 , 1 . 8 .
154 s - 12, p. 8, 11. 6-11.
155 s - 12, p. 8, 11. 8.
156 AZ-AM-16, p.12, 11.4-8.
157 Ibid. page  12.
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I

1

2

3

4

5

6

7

8

9

de cis ions  da ting ba ck to 2004 a nd 2006.158 More ove r, the  Missouri Commiss ion's  a doption of the

me thod wa s  not comple te . The  Mis s ouri P S C ultima te ly only gra nte d a  30 ba s is  point a djus tme nt

when use  of the  me thod sugges ted a  60 bas is  point adjus tment.159 with the  exception of these  few

isola te d de cis ions , the  me thodology ha s  a ctua lly be e n re je cte d or not a dopte d by e ve ry othe r s ta te

commiss ion to consider it and by the  Federa l Energy Regula tory Commiss ion.

This  Commiss ion ha s  re je cte d the  ATWACC me thodology in the  pa s t, re cognizing tha t the

ATWACC me thodology produce s  a n infla te d e s tima te  tha t would ove rcompe nsa te  for fina ncia l risk

a nd would re quire  cus tome rs  to ove rcompe ns a te  inve s tors 160. Furthe r, the  Commis s ion ha s

confined tha t previous  decis ion not to adopt Dr. Villadsen's  me thodology recently.161

1 0
111. METER READING INVESTIGATION

11

1 2

1 3

On Fe brua ry 15, 2007, the  Commis s ion S ta ff file d the  re s ults  of the  Me te r Re a ding a nd

Billing Inve s tiga tion Re port conducte d by Ba rrington-We lle s le y Group 62. Th is  re po rt wa s

commis s ione d by the  Commiss ion S ta ff to look a t usa ge  e s tima tion, me te r re a ding re funding a nd

14 billing pra ctice s  of Arizona -Ame rica n.

15 The  inve s tiga tion e nsue d be ca use  in la te  Augus t 2005, the  Compa ny a nd Utilitie s  Divis ion

1 6 S ta ff be ga n to re ce ive  ca lls  from cus tome rs  loca te d in its  S un City, S un City We s t a nd Agua  Fria

17 Dis tricts  re ga rding unus ua lly high wa te r b ills . Ove r a  thre e  a nd one  ha lf month pe riod, AAWC

18 re ce ive d a pproxima te ly 1,667 ca lls  to a  cus tome r compla int hotline . The  Commis s ion re ce ive d

19 a pproxima te ly 226 compla ints  from cus tome rs  of AAWC ove r the  s a me  pe riod of time  re la te d to

20 highe r tha n norma l bills . S ta ffs  consulta nt, Mr. Joe l J e a nson, a  ma na ge r with the  Huron Consulting

2 1

22

Group, presented testimony on the  Report and its  findings and recommendations.

The  Report identified the  objectives  of the  inves tiga tion as  follows :

23

24

1. De te rmine  if the re  is  a  s ys te mic a nd/or pe rva s ive  proble m with Arizona -
Ame rica n Wa te r Compa ny (AAWC) in  te rns  of me te r re a ding a nd the
rendering of accura te  cus tomer bills .

25

26

27

2 8

158 TR: 3741 (Villadsen).
159Re . The  Empire  Dis trict Electric Company, Case No. ER-2004-0570, 2005 WL 59061 (March 10, 2005).
160 Decision No. 68858, dated November 14, 2006, page 27.
161 Decision No. 69440, dated May 1, 2007, pages 15-20.
162 Barrington-Welles ley Group ("BWG") was  acquired by Huron on April 1, 2007.
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2. To the  e xte nt tha t the  proble m is  de te rmine d not to be  pe rva s ive  for the
entire  system

a . De te rmine  tha t the  me te r re a ding proble m is  is ola te d  to  a  s pe cific
instance  or instances

b. Ide ntify the  time fra me (s ) in which the  me te r re a ding e rrors  occurre d

c. De te rmine  tha t the  re me dy a pplie d is  symme tric with ha rm incurre d

3 .  De te mlin e  th a t th e  me th o d s  o f re fu n d in g  a mo u n ts  o ve rfille d
reasonable

a re

The  Report conta ined 21 findings  and conclus ions  and 16 recommenda tions .164 Overa ll. the

Report concluded tha t the  recuning meter reading problems in 2005 suggested tha t the  Company had

not prope rly e mpha s ize d the  importa nce  of a ctua l me te r re a dings  in ge ne ra ting a ccura te  cus tome r

bills  whe n tra ining a nd ma na ging its  me te r re a ding s ta ff; e spe cia lly give n the  Compa ny's  inve rte d

ra te  s tructure .'"" It found tha t the  ma jority of the  a mounts  ove rfille d we re  the  re sult of curbe d me te r

readings  in July and August 2005, and tha t mete r readings  had been curbed in prior months  as  well in

the  Sun City, Sun City Wes t and Agua  Fria  dis tricts

re ce ntly be e n docume nte d in a  fonta l me te r re a de r tra ining ma nua l

It a lso found tha t the  Company did not take

time ly action in re sponse  to the  problems  occurring in 2005967 Mete r reading procedures  have  only

The  Re port found tha t

Compa ny ma na ge me nt ultima te ly took a ction in 2005 to pre ve nt proble ms  from re curring.69 Othe r

importa nt findings  include d the  following

AAWC mete r reading practices  a re  genera lly reasonable  and
industry s tandards . (See  Recommenda tion No. 4)

cons is te nt with

AAWC inte rna l controls  to  e ns ure  me te r re a ding a ccura cy ne e d to
s trengthened. (See  Recommendations  Nos. 1 and 8)

be

Me te r re a ding pra ctice s  a re  cons is te nt with Commiss ion rule s  a nd ta riffs
with thre e  e xce ptions . Es tima te d bills  ha ve  be e n re nde re d for re a sons  othe r
than those  a llowed by the  Arizona  Adminis tra tive  Code  (A.A.C.) R14-2-409.5
S pe cific  a c tion  is  no t ta ke n  to  ob ta in  a n  a ctua l me te r re a d ing  a fte r two

S-24,p. 1-1
S-24,p. 1-1-5
S -24,p .I-1
Id
S-24,p. 1-1
Id



n

1

2

3

4

consecutive e s tima te s  wh ich  is a  vio la t io n  o f A. A. C .  R 1 4 -2 -4 0 9 3 .
Additiona lly, curbe d me te r re a dings  viola te  R14-2~408A, which re quire s  the
a ctua l re a ding of a  me te r on a  monthly ba s is . Howe ve r, give n tha t cus tome rs
on Maste r Route  3 whose  me te r readings  were  curbed rece ived appropria te , if
not ge ne rous , re funds , the  e xis ting re me dy a ppe a rs  to be  symme tric with the
ha rm incu rre d  a nd , the re fo re ,  no  pe na ltie s  a re  re comme nde d . (See
Recommenda tion No. 8)

5
1 0 .

6

7

8

The  curbe d me te r re a ding a nd ove rfilling proble ms  ide ntifie d in 2005 a re  not
indica tive  of a  s ys te mic or pe rva s ive  proble m with AACW us a ge  e s tima tion
a nd billing proce s s e s , howe ve r, the  billing e xce ptions  crite ria  us e d by the
Compa ny wa s  too broa d to e ffe ctive ly de te ct e ithe r the  unde rbilling (July a nd
Au g u s t b ills ) o r o ve rfillin g  (S e p te mb e r) p ro b le ms  in  Ariz o n a . (See
Recommenda tion No. 9).

9
* * * *

1 0
12 .

11

1 2

1 3

The  Company's  inability to identify the  problem, and the  cause  of the  problem,
on a  time ly ba s is  re sulte d in dis sa tis fa ction a mong those  Arizona  Cus tome rs
who ca lled the  ca ll cente r with ques tions  rega rding the ir high bill following the
two  mo n th s  o f lo w b ills  b a s e d  o n  th e  c u rb e d  me te r re a d in g s . (See
Re comme nda tion Nos . 10 a nd ll).

1 4 13.

1 5

1 6

AAWC ha s  ta ke n a ction in re s pons e  to the  ide ntifie d us a ge  e s tima tion a nd
billing re la te d proble ms  to he lp pre ve nt the s e  proble ms  from re -occurring,
however, these  actions  have  not a t this  time  resulted in the  deve lopment of red
flags  or e a rly wa rning sys tems  to identify potentia l problems  on a  more  time ly
ba s is . (Se e  Re comme nda tion No. ll).

1 7
14 .

1 8

1 9

20

2 1

Billing pra ctice s  a re  ge ne ra lly cons is te nt with Commis s ion rule s  a nd ta riffs ,
howe ve r, a ccounts  with cons e cutive  e s tima te s  a re  not re porte d a s  billing
e xce ptions  until a  cus tome r ha s  re ce ive d five  cons e cutive ly e s tima te d bills .
This  pra ctice  incre a s e s  the  like lihood tha t AAWC is  not complying with the
A.A.C. R14-2-409.3 re quire me nts  tha t a fte r the  se cond conse cutive  month of
e s tima ting the  cus tome r's  bill for re a s ons  othe r tha n s e ve re  we a the r, the
C o m p a n y m u s t a tte m p t to s e cure  a n a c tua l me te r re a d ing . (See
Recommenda tion No. 5).

22

15 .
23

Usage  es tima tion and billing practices  a re  genera lly reasonable  and consis tent
with industry s tandards . (See  Recommenda tion No. 12).

24
16 .

25

Usage  es tima tion ca lcula tion practices  re sult in reasonably accura te  e s tima ted
bills . (See  Recommenda tion No. 14).

26 1 7 .

27

28

While  cus tomer se rvice  and billing tra ining programs appea r to be  appropria te
and comprehensive , cus tomer compla ints  re la ted to inte ractions  with American
Water customer se rvice  representa tives  indica te  tha t the  tra ining programs may
not be  e ffective . (See  Recommenda tion No. 13).

l

28



\

1
* * * *

2 1 9 .

3

The process  used to provide  re funds to customers  whose  meter readings  were
curbed ultimate ly resulted in appropria te , if not generous , re funds  to cus tomers
on Maste r Route  3.

4
20.

5

Actions  ta ke n by the  Compa ny to e ns ure  tha t re funds  we re provide d to
cus tome rs  who re ce ive d bills  ba se d on curbe d me te r re a ding on route s  othe r
than Master Route  3 were  not sufficient. (See  Recommendation No. 15)."170

6

7

8

9

1 0

1 1

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

20

2 1

22

23

The Report then set out 16 recommendations.171 The  Company responded to the  Report in a

filing submitted in the  docke t on July 11, 2007.172 The  Company indica ted agreement with e leven of

the  s ixteen recommendations in the  Report and tha t it had a lready taken or agreed to take  appropria te

actions  consis tent with the  recommenda tions .173 In a ddition, S ta ff's  cons ulta nt a gre e d with the

Company on the  following points : (1) a ll reporting deadlines  to the  Commiss ion be  se t a t 12 months

a fte r the  da te  of a  fina l orde r in this  ca s e , (2) the  re vie w of the  ove r-ride  re ports  by s upe rvis ory

pe rsonne l in re comme nda tion numbe r 2 be  conducte d we e kly ra the r tha n da ily, a nd (3) the  qua lity

control me te r re a ding ins pe ctions  in  re comme nda tion numbe r 6  be  cha nge d from monthly to

quarterly.l74

However, the  Company a lso took exception to Recommenda tions  9, 12, 14 and and 15 of the

Report.175 Recommenda tion No. 9 require s  "AAWC to adjus t the  pa rame te rs  on the  high/low billing

e xce ptions  te s t to cus tome r-spe cific pa ra me te rs  ba se d on curre nt pe riod a mounts  bille d for wa te r

s e rvice s  compa re d  to  the  b illing  for the  s a me  pe riod  prior ye a r (or prior month) a t the  s a me

pre rnis e s ."176 This  Re comme nda tion wa s  to be  comple te d within s ix months  of a  de cis ion in this

ma tte r with docume nta tion of the  cha nge  provide d to the  Utilitie s  Divis ion, Cons ume r S e rvice s

The  Compa ny a gre e d to  pa rtia l imple me nta tion of Re comme nda tion 9  obje cting to

imple me nta tion of the  low-use  billing e xce ptions  te s t. S ta ff be lie ve s  tha t imple me nta tion of the  low-

24

25

26

2 7

2 8

170 s  - 24, P P - 1-2 - 1-3.

1 ; s  - 2 4 ,  p p .  1 -4  - 1 -5 .

173 S - 11,p, 2, 11. 13-16.

S - 1 1 ,p .  2 ,  1 1 .  2 1 -2 4 .

174 S - 11,p. 3, 11. 12-17.

175 S - 11,p. 3, 11. 1-10.
1 7 " s -2 4 ,  p - 1 -5 .

177  s -24 , p - 1 -5 .

I

1

I

I
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1

2

3

4

5

6

use  billing e xce ptions  te s t is  ne ce ssa ry to ide ntify billing proble ms  a s  e a rly a s  poss ible .w8 Furthe r,

Mr. Je a nson te s tifie d tha t "[i]n ca se s  tha t ga ve  rise  to this  inve s tiga tion, the  curbe d me te r re a dings ,

the  high bills  occurre d a s  a  re s ult of low me te r re a dings  in the  month or months  be fore  the  high

bi11."'79 With the  inverted block ra te  s tructure , i.e ., the  tie r 2 and tie r 3 ra tes  be ing higher than the  tie r

l and tie r 2 ra te s , de tecting low bill problems  ea rly is  e ssentia l to ensuring tha t cus tomers  ultima te ly

will not be  overbilled.180

7

8

The  Company a lso objects  to implementa tion of Recommenda tion No. 12 which require s  the

"s implify the 'ca nce l/re -bill' S ta ffsP fo c e d u re .,,1 8 1

9

10

Company to consultant made this

recommendation to ensure  tha t more  accura te  usage  information is  re ta ined and made  ava ilable  upon

which to calculate  estimated bi11s.182 During the  he a ring, Mr. J e a nson furthe r e la bora te d on why

11 Recommenda tion 12 was  important:

1 2

1 3

1 4

The  is sue  is  tha t you have  got consumption tha t is  e s tima ted and then
you fina lly ge t an actua l read, you rea lly want to go back into a ll pe riod
in which tha t bill wa s  ge ne ra te d a nd try to corre ct the  e a rlie r months .
And it is  importa nt to corre ct the  e a rlie r months  to a  be tte r e s tima te  of
what tha t consumption should have  been because  those  months  will be
sued in subsequent years as  the  basis  for future  period estimated bills .

1 5

16

1 7

1 8

And whe n the y [the  Compa ny] e xpla in the  ca nce l/re bill proce s s , it
sounded as  though they genera lly jus t use  tha t process  for a  two-month
pe riod, which le d us  to  be lie ve  tha t, if it we re  a  four-or five -month
pe riod tha t ha d be e n e s tima te d, tha t months  thre e , four, a nd five  ma y
no t ha ve  be e n  true d  up  to  a  be tte r e s tima te  o f wha t tha t a c tua l
consumption would have  been during those  months. 183

19 Mr. J e a nson iilrthe r te s tifie d tha t s ince  his  te s timony wa s  file d, the  Compa ny ha d indica te d

20 tha t a lte rna tive  procedures  a re  in place  and they do not jus t use  the  cance l/rebill procedure  to ge t the

21 consumption to the  corre ct le ve ls  in the  corre ct months .184 If this  is  true , the n the  Compa ny, a t a

minimum, needs  to have  written procedures  re la ted to the  correction of consumption in prior pe riods

23 when billing adjustments  a re  made  tha t a ffect more  than two billing periods, in place .185 It a lso needs

22

24

25

26

178$- 11 ,p . 3 .
179 s - 11, p.3, 1. 26, p- 4, 1. 1
180 TR : 294 (Jeanson)
181 s  - 24, p. 1-5.
182Id .

2 7

28
183 TR : 295-296 (Jeanson).
184 TR : 296 (Jeanson).

185Id.

I

I

30
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1

2

3

4 a djus tme nt proce ss ."188

5

6

7

8

9

1 0

11

to be  include d in the  Compa ny's  tra ining ma nua 1s .186 Howe ve r, if the  Compa ny ca n s implify the

cance l/rebill procedure , this  would be  pre fe rred if it is  cost e flfective .l87

The  Company a lso objected to Recommenda tion 14 which required it "to automa te  the  filling

Mr. J e a ns on te s tifie d  tha t one  of the  conce rns  tha t ga ve  ris e  to  th is

re comme nda tion wa s  the  ve ry re a l pos s ibility of the  numbe r of billing a djus tme nts  incre a s ing a s  a

re sult of tighte ning the  sys te m of billing-re la te d inte rna l controls .l89 The  billing a djus tme nt proce ss

is  la rge ly a  manua l process .190 Mr. Jeanson a lso te s tified tha t because  of the  Company's  conce rns

with the  cos ts  a s s ocia te d with this  cha nge , a n a lte rna tive  if this  re comme nda tion is  not a dopte d,

would be  for the  Company to provide  S ta ff with report of trends  in the  number of billing adjus tments

twe lve  months  following the  da te  of a  fina l orde r s o tha t th is  could be  tra cke d a nd re vis ite d if

necessary.191 Twelve  months  from now the  S ta ff can then take  another look a t wha t those  leve ls  a re

1 2

13

a n d  d e te rmin e  if th e  Co mp a n y's  p a th  to wa rd s  d e a lin g  with  th is  re c o mme n d a tio n  is  s till

appropriate.192

1 4

1 5

1 6 Route 3 customers-"193

1 7

1 8

1 9

20

Fina lly, Re comme nda tion 15 re quire d the  Compa ny to "progra mma tica lly ide ntify a nd is sue

re funds  to those  cus tomers  not loca ted in Maste r Route  3 us ing the  same  program applied to Maste r

The  Compa ny obje cte d to the  re funds  ide ntifie d by S ta ff's  cons ulta nt a s

be ing too high. S ta ff agreed with the  Company tha t some of the  cus tomer may have  a lready rece ived

re funds  a nd tha t the  a mounts  ca lcula te d by S ta ff the n should not be  use d a s  the  ba s is  for ma king

further refunds.194 But S ta ff d id  no t a cce p t the  Compa ny's  pos ition  tha t be ca us e  "Arizona -

American's  re funds  were  a lready generous" tha t it should not be  required to make  additiona l re funds

2 1 especia lly if these  customers had not previously received a  refund, but were  entitled to 0ne.195 At the

22

23

24

28

186 Id.
187 TR : 296-297 (Jeanson).

25 188 s - 24, p. 1-5.
189 s - 11, p- 5, 11. 6-8.

26 190 TR : 297 (Jeanson).
191 s-11, p. 5, 11. 10-12.

27 192 TR : 297 (Ieanson).
193 s-24, p. 1-5.
194 S-11,p. 5, 11. 18-21.
195 s-11, p. 5, 11. 18-25.

i

l
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l

1

2

he a ring on this  ma tte r, the  Compa ny pre se nte d a n a lte ra tive  re fund a pproa ch which S ta ff found to

be reasonable as revised by the testimony of Staff Witness Jeanson.196

3
Iv .

4
CONCLUSION

Sta ff re spectfully reques ts  the  Commiss ion to adopt its  recommenda tions  in this  proceeding.

5 S ta ff a lso acknowledges  and apprecia te s  the  e fforts  of the  Company and RUCO to re solve  many of

6 the  conte s te d is s ue s . Fina lly, S ta ff tha nks  Judge  Wolfe  for providing time  to the  pa rtie s  to re solve

7 several major issues.

RES P ECTFULLY S UBMITTED this  19th da y of Octobe r, 2007.

ARIZONA CORP ORATION COMMIS S ION S TAFF
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ARIZONA-AMERICAN WATER COMPANY - SUN CITY WEST WASTEWATER
Docket No. WS-01303A-06-0491
Test Year Ended December 9, 2005
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TABLE OF CONTENTS TO SCHEDULES

SCH # TITLE

l

9

GWB-
GWB-
GWB-
GWB-
GWB-
GWB-
GWB-
GWB-
GWB-
GWB-
GWB-
GWB-
GWB-
GWB-
GWB-
GWB-
GWB-

1 REVENUE REQUIREMENT
2 GROSS REVENUE CONVERSION FACTOR
3 RATE BASE - ORIGINAL COST
4 SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS
5 RATE BASE ADJUSTMENT #1 - ALLOCATED COMMON PLANT
6 RATE BASE ADJUSTMENT #2 - CORRECTIONS TO PLANT BALANCES
7 RATE BASE ADJUSTMENT #3 - ACCUMULATED DEPRECIATION
8 RATE BASE ADJUSTMENT #4 - IMPUTED REGULATORY AIAC
9 RATE BASE ADJUSTMENT #5 - IMPUTED REGULATORY CIAC

CB RATE BASE ADJUSTMENT #6 - REALLOCATION OF NW VALLEY REGIONAL TREATMENT PLAI\
10 OPERATING INCOME STATEMENT - TEST YEAR AND STAFF RECOMMENDED
11 SUMMARY OF OPERATING INCOME ADJUSTMENTS - TEST YEAR
12 OPERATING INCOME ADJUSTMENT #1 - MANAGEMENT FEES
13 OPERATING INCOME ADJUSTMENT #2 .. DEPRECIATION EXPENSE
14 OPERATING INCOME ADJUSTMENT #3 - PROPERTY TAX EXPENSE
15 OPERATING INCOME ADJUSTMENT #4 .. INCOME TAX EXPENSE
16 OPERATING INCOME ADJUSTMENT #5 - REALLOCATION OF NW VALLEY REG. TREAT. FAC



$ 1,100,841$ 1,100,841

ARIZONA-AMERICAN WATER COMPANY - SUN CITY WEST WASTEWATER Surrebuttal Schedule GWB-1
FINALDocket No. WS-01303A-06-0491

Test Year Ended December 9, 2005

REVENUE REQUIREMENT

LINE
no. DESCRIPTION

(A)
COMPANY
ORIGINAL

COST

(B)
COMPANY

FAIR
VALUE

(C)
STAFF

ORIGINAL
COST

<D)
STAFF
FAIR

VALUE

$ 21,274,020 $ 21,274,020 $ 16,409,137 $ 16,409,137

$ 337,149 $ 337,149 $ 564,856 $ 564,856

1 Adjusted Rate Base

2 Adjusted Operating Income (Loss)

3 Current Rate of Return (L2 / L1) 1.58% 1.58% 3.44% 3.44%

4 Required Rate of Return 8.33% 8.33% 7.50% 7.50%

$ 2,052,194 $ 2,052,194 $ 1,230,685 $ 1,230,685

$ 1,535,143 $ 1,715,045 $ 665,829 $ 665,829

5 Required Operating Income (L4 * L1)

6 Operating Income Deficiency (L5 - L2)

7 Gross Revenue Conversion Factor 1,6286 1.6286 1.6533 1.6533

8 Required Revenue Increase (L7* LE) $ 2,500,183 $ 2,500,183

9 Adjusted Test Year Revenue $ 6,135,801 $ 6,135,801 $ 4,538,405 $ 4,538,405

$ 8,635,984 $ 8,635,984 $ 5,639,246 $ 5,639,246

40,75% 40.75% 24.26% 24.26%

10 Proposed Annual Revenue (L8 + LE)

11 Required Increase in Revenue (%)

12 Rate of Return on Common Equity (%) 11.50% 11,50% 10.40% 10.40°/>

I

I

I

References:
Column [A]:
Column (B):
Column (C):

Company Schedule A-1
Company Schedule A-1
Staff Schedules GWB-_, GWB-3, and GWB-10



Staff Recommended
SC and Sc West

Combined
Sun City

Onlv
Sun City West

Only
$
s
s

11 ,508,646
8,604,895

979,692

$
$
s

5 869,400
4,619,263

421,782

s
$
s

5,639,246
3 985,631

Salem
$ 1 ,924,060

6.9680A
$ 828,355

6.9680'/
$ 1,095,704

6.9680%
134,068

1,789,991
7.500
6,250
9,500

91,650
494,697
608 597

$
$
$
$
$
$
$
$

57,720
770,635

262 me

s
$
$
s
$
s
$
$

768.49
1,019,356

s
s
$
$
s
$
$
$ 346 581

$ 742,665 319,736$ s 422,930

Test Year
SC and SC West

Combined
Sun City

Only
Sun City West

Only
$
$
s

9,021 ,260
8,573,669

979,692

$
$
s

4,482,855
4,601 ,958

421 ,782

$
s
s

4,538,405
3,971,711

557,911
$ (532,102)

6.9680 /
s (540,885)

6.9680/o
$ 8,783

6.9680°/
$
$
$
s
$
$
$
$

(37,077)
(495,025)

(7,500)
(6,250)
la 506)

(Qt ,650)
(54 409)

(168 309

(37,689)
(503 196)

(7 500)
(6 250)
(8,509)

(91,650)
(57,187)

(171 ,0a7

s
s
$
$
s
s
$
$

612
3,171
1,226

1 226

$
$
s
$
s
$
$
$

$ (205,385) $ (208,776 $ 1,838

I
1

ARIZONA-AMERICAN WATER COMPANY - sun CITY WEST WASTEWATER Surrebuttal Schedule GWB-2
FINALDocket No. WS~01303A-06-0491

Test Year Ended December 9, 2005

GROSS REVENUE CONVERSION FACTOR

LINE
no .

(A) lm (C) (0) [El [Fl
DESCRIPTION

100.0000%
00000%

100.0000%
395163°/9
60.4837%
1.653338

100.0000%
38.7417%
61 .2583%

0.0000%
61 2583°/o

0.0000%

100.0000%
6.9680%

93.0320%
34.1535%
3117737%

38.7417%

100.0000%
38.7417%
61 2583%

1.2645%
0./746%

39.5163%

$
$

1230,685
564,856

$ 665,829

$
s

422,930
1 ,ass

s 421,092

$ 5,639,246
0.0000%

$
$

s

$
$

261 ,870
247,950

s

$

13,920

1,100,841

(A) (B) (C) lD\ rEl IF]

340000%
34.0000%

34. 1535%

Calculation of lnteres! Svnchronization:
Rate Base (Schedule GWB-3, Col. (C), Line 17)
Weighted Average Cost of Debt
Synchronized Interest (L7B X L79)

$

$

Combined
28,614,485

3.4000%
979,692

$

$

Sun City
12,405,348

3.4000%
421,782

Sun City West
$ 16,409,137

3.4000%
s 557,911

Calculation of Gross Revenue Conversion Factor
1 Revenue
2 Uncollectible Factor (Line 13)
3 Revenues (LI - LE)
4 Combined Federal and Stale Income Tax and Property Tax Rate (Line 29)
5 Subtotal (LE LE)
6 Revenue conversion Factor (L1 I Ls)
7
8 Calculation of Uncollectible Factor
9 Unity
10 Combined Federal and State Tax Rate (Line 21)
11 One Minus Combined lnoome Tax Rate (LQ _ L10 )
12 Uncollectible Rate
13 Uncollernible Factor (L11* L12 )
14
15 Calculation of Effective Tax Rale:
16 Operating Income Before Taxes (Arizona Taxable Income)
17 Arizona State Income Tax Rate
LB Federai Taxable Income (L16 - L17)
19 Applicable Federal Income Tax Rate (Line 74)
20 Effective Federal Income Tax Rate (L19 x L20)
21 Combined Federal and State Income Tax Rate (L17 +L20)
22
23 Calculation of Effective Property Tax Factor
24 Unity
25 Combined FederaI and State Income Tax Rate (L17)
26 One Minus Combined Income Tax Rate (L24-L25)
27 Property Tax Factor (GWB_14, L24)
28 Effective Property Tax Factor (L26"L27)
29 Combined Federal and State Income Tax and Property Tax Rate (L21+L28)
30
31
32
33 Required Operating Income (Schedule GWB_1, Line 5)
34 AdjustedTest Year Operating Income (Loss) (Schedule GWB-10, Line 43)
35 Required Increase in Operating Income (L33 . L34)
36
37 Income Taxes on Recommended Revenue (Col. (F), L70)
38 Income Taxes on Test Year Revenue (Col. (C), L70)
39 Required Increase in Revenue to Provide for Income Taxes (L37 L38)
40
41 Recommended Revenue Requirement (Schedule GWB-1, Line 10)
42 Uncollectible Rate (Line 12)
43 Uncollectible Expense on Recommended Revenue (L41 ' L42)
44 Adjusted Test Year Uncollectible Expense
45 Required increase in Revenue to Provide for Uncollectible Exp. (L43 . L44)
46
47 Property Tax with Recommended Revenue (GWB-14, Col B, L19)
48 Property Tax on Test Year Revenue (GWB-14, Col A, L16)
49 Increase in Property Tax Due to Increase in Revenue (L47-L48)
50
51 Total Required Increase in Revenue (L35 + L39 + L45 + L49)
52
53
54
55
56 Calculation of Income Tax:
57 Revenue (Sch GWB-10, Col.(c) L5, GWB-1, Col. (D). L10)
58 Operating Expenses Excluding Income Taxes
59 Synchronized Interest (LSO)
60 Arizona Taxable Income (L57 _ L58 - L59)
61 Arizona State Income Tax Rate
62 Arizona Income Tax (L60 x L61)
63 Federal Taxable Income (Leo _ L62)
64 Federal Tax on FirsI Income Bracket ($1 .. $50,000) @ 15%
65 Federal Tax on Second Income Bracket ($50,001 - $75,000) @ 25%
66 Federal Tax on Third Income Bracket195.001 _ $100,000) @ 34%
G7 Federal Tax on Fourth Income Bracket ($100,001 - $335,000) @ 39%
68 Federal Tax on Fifth income Bracket ($335,001 -$10,000,0CIO) @ 34%
69 Total Federal Income Tax
70 Combined Federal and State Income Tax (L35 + L42)
71
72 COMBINEDApplicable Federal Income Tax Rate [Col [0]. L69 Col. [A]- L69] / [Col. [01, L63 Col. 1A1, L63]
73 WATER Applicable Federal incomeTax Rate 1Co1.TEL L69 .. Col. [BL L69] I {Col [Et L63 , Col. 1B1~ L63]
74 WASTEWATER Applicable Federal Income Tax Rate [Col [F], L69 . Col. [C], L69] I [Col. [F], L63 - Col. [C], L63]
75
76
77
78
79
B0
81
82
83
84
85

Calculation of Rate Base Percentarles
Sun City (Col. [B], L 78)
Sun City West (Col. [6], L78)
Totals

$
Percent

43.05%
56.95%

10000%$

Rate Base
12,405,348
16,409,137
28,814,485



I

ARIZONA-AMERICAN WATER COMPANY - SUN CITY WEST WASTEWATER Surrebuttal Schedule GWB-3
Docket No. WS-01303A-06-0491
Test Year Ended December 9, 2005 FINAL

RATE BASE -ORIGINAL COST

(A)
COMPANY

AS
FILED

(B) (C)
STAFF

AS
ADJUSTED

LINE
NO.

STAFF
ADJUSTMENTS

1
2
3

$ $ $Plant in Service
Less: Accumulated Depreciation
Net Plant in Service $

43,097,440
19,474,787
23,622,653 $

(1 ,921 ,324)
(856,536)

(1 ,064,788) $

41,176,116
18,618,251
22,557,865

LESS;

4
5
6

Contributions in Aid of Construction (CIAC)
Less: Accumulated Amortization

Net CIAC

$ 5,122
39

5,083

$ $ 5,122
39

5,083

7 Advances in Aid of Construction (AIAC) 109,212 109,212

8 Imputed Reg AIAC 2,231 ,228 3,566,907 5,798,135

9 imputed Reg C\AC 656,402 233,188 889,590

10 Deferred Income Tax Credits (Debits)
Investment Tax Credits
ADD:

(628,097) (628,097)

i t Cash Working Capital

12 Prepayments 3,678 8,678

13 Supplies Inventory

14 Projected Capital Expenditures

16,517 16,517

15 Deferred Debits

16 Purchase Wastewater Treatment Charges

17 Original Cost Rate Base $ 21,274,020 $ (4,864,883) $ 16,409,137

I

l

References:
Column (A), Company Schedule B-2
Column (B): Schedule GWB-4
Column (C): Column (A) + Column (B)



ARLZONA-AMERICAN WATER COMPANY- SUN CITY WEST WASTEWATER
Docket No. W5.01303A.06-0491
Test Year Ended December 9 2005

Sunrebuttal Schedule GWB-4
FI NA L

SUMMARY OF ORIGINAL cosT RATE BASE ADJUSTMENTS

DESCRIPTION
COMPANY
AS FILED ADJ #1 ADJ #2 ADJ #3 ADJ #5

STAFF
ADJUSTED

PLANT IN SERVICE
23.022 (7,007)

(1,811)
$ 16.014

19.042
15.214

(5,125)

19.B41
(4,032)

(6,039)
(1,227)

13.917
15.214
13,802
(1,227)
B228382.283

17442
130.902 130902

(1 ,O53)

53.259 53.259

10.598 (3,226)
(14,474)61003

(141)
46.529

(141)

(388)
(134,728)$

s
s
$
s

(605,859)
(284,299)

(3B0)
(9,682)

(33,400)
(1,588)

(13,447)
(587,701)

307,913
20.747

2. 152563
B49.747

1.495,477
752.939

12.999748
1.487182
2548.791

(212,0B2)
$
s

(1,630)
(9,106)

(21,290)

31585 (9,644)

1343. 153
869,984

5.353.703
20.812
48.655

6.101 .457
1.070.314

245.070
1.034.545

900.789(2,987)

442.541
20.747

2.758.422
934.045

1.495.477
752.939

13.009.430
1.520.951
2.650.379

44. 181
1.930.854
1.052.066
5.355.333

z9.91 B
59.945

6.101 .457
1MB.273

245.070
1.034.545

903.776
91 548

112.726
18930

17B.945 (34,067)

(5,493)
(5,762)

(659)

107.233
13.168

144.219

234.751
11270

115837 (5,333)

234.751
11.270

115.803

304100 StruM & Imp SS
304200 Sffugf & Imp P
304510 Struck 8< Imp AG Cap Lease
304600 Struck & Imp Offices
304820 Struck & Imp Leasehold
304800 Strict & Imp Misc
307000 Wells 8. Springs
340100 Office Furniture 8- Equip
340200 Comp & Periph Equip
340300 Computer Software
340330 Comp Software Other
340500 Other Office Equipment
341100 Trans Equip Lt Duty Tris
343000 Tools,Shop,Garage Equip
344000 Laboratory Equipment
346100 Comm Equip Non-Telephone
346300 Comm Equip Other
347000 Misc Equipment
351000 ww Organization
352000 WW Franchises
353200 WW Land 8. Ld Rights Coll
353500 WW Land & Ld Rights Gen
354200 WW Struck & imp Coll
354300 WW S(rLI(;1 & Imp SPP
354500 WW Struck & Imp Gen
380000 WW Collection Sewers Forced
361100 ww Collecting Mains
362000 ww Special Coll Strut
363000 ww Services Sewer
371100 ww Pump Equip Elem
380000 WW TD Equipment
380050 TD Equip Grit Removal
380100 WW TD Equip Sea Tanks/Acc
3B0200 WW TD Equip Sludge/Effl Rev
380250 WW TD Equip Sldge Dig Tnk
380300 WWTD Equip Sldge Dry/Filt
380400 WW TD Equip Aux Et Tint
380500 WW TD Equip Chem Trmt Plt
380600 WW TD Equip Oth Disp
380625 WW TD Equip Gen Trmt
380650 WW TD Equip influent Lift S
382000 WW Outfall Sewer Lines
389100 WW Oth Pll a. Misc Equip Inf
390000 WW Office Furniture & Equip
391100 Computer Equipment
391000 WW Trans Equipment
392000 WW Stores Equipment
393000 WW Tool Shop & Garage Equip
394000 WW Laboratory Equipment
395000 WW Power Operated Equip
396000 WW Communication Equip
397000 WW Misc Equipment

12955
334981
70.250

(2,757)
12,955

332.224
70.250

Total Plant in Service s 43097,440 s (215,448) s 66,852 $ (1 ,772v728) $ 41.176.116

Net Plant in Service (LSB - L 593
19.474.787

s 23622553
(215,44B_)

&0) s 66,862
(29,260)
29.260 s

(611,828)
(1,160,900) $

18.618251
22557865

39 39

3.566.907

Contributions in Aid of Construction (CIAC)
Less: Accumulated Amortization

Net CIAC (L63 L54)
Advances in Aid of Construction (AIAC)
Imputed Reg Advances
imputed Reg CIAC
Deferred Income Tax Credits (Debits)

109.212
2231 .228

656402
(628,097)

233.188

109212
5798. 135

889.590
(628,097)

25.195 25195Working Capital Allowance
Pumping Power
Purchase Wastewater Treatment Charges
Material and Supplies Inventory
Prepayments
Projected Capital Expenditures
Deferred Debits
Original Cost Rate Base $ 21,274,020 (0) $ 68,852 $ (3,537,647) $ (3,566,907) $ (233,188) $ (1,160,900) $ 16.409137
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ARIZONA-AMERICAN WATER COMPANY . SUN CITY WEST WASTEWATER Surrebutta! Schedule GWB-5
FINALDocket No. WS-01303A-06-0491

Test Year Ended December 9, 2005

RATE BASE ADJUSTMENT #1 . ALLOCATED COMMON PLANT

[B] [C]
STAFF

AS
ADJUSTED

ACCT
NO.

[A]
COMPANY

AS
FILED

380
212,082

2,987
176,781

STAFF
ADJUSTMENTS

(380)
(212,082)

(2,987)
(34,067)
34,067

362.00
380.50
380.63
390.00
391.10
391.00
392.00
393.00
394.00
395.00
396.00
397.00

LINE

1
2
3
4
5
6
7
8
9

10
11
12
1 3 ALL

Description
WW Special Coll Struct
WW TD Equip Chem Trmt Pit
WW TD Equip Gen Trmt
Office Furniture and Equipment
Computer Equipment
Transportation Equipment
WW Stores Equipment
Tools, Shop, & Garage Equipment
Laboratory Equipment
Power Operated Equipment
Communication Equipment
Miscellaneous Equipment
Totals

234,751
11,270

103,615
56,408
12,955

318,807
70,250

1,200,285 # (215,448) #

142,714
34,067

234,751
11,270

103,615
56,408
12,955

318,807
70,250

984,837

Accumulated Depreciation" (215,448)

References:
Column [A]: As recalculated with info from response to RUCO 2.02-2.04DR 1.17 Revised
Column (B): Per Testimony GWB
Column (C): Per Company Reconciliation of Common Plant regarding Prior Decision No. 67093

**: Per Rebuttal testimony of S. Hubbard, these plant amounts are retirements and Accumulated Depreciation



ARIZONA-AMERICAN WATER COMPANY - SUN CITY WEST WASTEWATER Surrebuttal Schedule GWB-6
FINALDocket No. WS-01303A-06~0491

Test Year Ended December 9, 2005

RATE BASE ADJUSTMENT #2 . PLANT CORRECTIONS

[A]
CCMPANY

AS
FILED

[B]

ACCT
n o .

304800
340500
344000
380400
393000

Description
Structures 8= Imp Misc
Other Office Equipment
Laboratory Equipment
WW TD Equip Aux Effl Trmt
WW Tool Shop 8 Garage Equip

STAFF
ADJUSTMENTS

$ 19,841
$ 3,461
$ 10,598
$ 31,685
$ 5,299

$
$
$
$
$

[C]
STAFF

AS
ADJUSTED

19,841
3.461

10,598
31,685

5,299

ALL Plant / Rate Base Adjust.

$
$
$
$
$

$ $ 70,884 $ 70,884

LINE
NO.

1
2
3
4
5
6
7
8
9

10
11
12

307000 Wells & Springs $ 4,032 $ (4,032)

66,852

$

Net Adjustment Above

References:
Column (A), Company'Trial Balance
Column (B): Testimony GWB
Column (C): Column (A) + Column (B)

1

I.



ARIZONA-AMERICAN WATER COMPANY - SUN CITY WEST WASTEWATER
Docket No. WS-01303A-06-0491
Test Year Ended December 9, 2005

Surrebuttal Schedule GWB-7
FINAL

RATE BASE ADJUSTMENT #3 - ACCUMULATED DEPRECIATION

[B]

LINE
n o .

1

ACCT
n o .
ALL

Description
Totals

[A]
COMPANY

AS
FILED

$ 19,474,787

STAFF
ADJUSTMENTS

$ (29,260)

[C]
STAFF

AS
ADJUSTED**

$ 19,445,528

References:
Column (A), Company Schedule B-1
Column (B): Per Testimony GWB
Column (C): As recalculated with info from response to RUCO DR 2.02-2.04 Revised.

adjusted for accumulated depreciation of associated overallocation on GWB-6

**Amount excludes effect of Adjustments 1 and 6

t

I
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ARIZONA-AMERICAN WATER COMPANY - SUN CITY WEST WASTEWATER Surrebuttal Schedule GWB- 8
Docket No. WS-01303A-06-0491
Test Year Ended December 9, 2005 FINAL

RATE BASE ADJUSTMENT #5 -v IMPUTED REGULATORY AIAC

[B] [C][A]
YEAR
OF

ADVANCE
2001
2002
2003
2004
2005

ADVANCE
AMOUNT

$ 14502879

CIAC

AMORTIZED
LINE

n o .
1
2
3
4
5
6

7
8

DESCRIPTION
Beginning Balance Per Decision No. 67093
None
None
None
None
Per Staff

Company Proposed imputed Reg. CIAC
Staff Adjustment

$ 14,502,979

2,145,646
2,231 ,228
2,23t ,228
2,096,743

$ 8,704,844

(D)
CIAC

REMAING
BALANCE

$ 14,502,979
12,357,333
10,126,105
7,894,878
5,798,135

$ 5,798,135
2,231 ,228

$ 3,566,907

REFERENCES:
Columns [A]: Fiscal Years
Column [B]: Beginning Balance per Decision No. 67093
Column [C]: Annual Amortization of Col [B] using 10 year recovery period per Decision No. 67093
Column [D]: ClAC per Decision No. 67093, less amortization.



ARIZONA-AMERICAN WATER COMPANY - SUN CITY WEST WASTEWATER Surrebuttal Schedule GWB- 9
Docket No. WS-01303A-06-0491
Test Year Ended December 9, 2005 FINAL

RATE BASE ADJUSTMENT #5 - IMPUTED REGULATORY CIAC

[B] [C][A]
YEAR

OF
ADVANCE

2001
2002
2003
2004
2005

ADVANCE
AMOUNT

$ 1,458,672

C\AC
AMORTIZED

LINE
n o .

1
2
3
4
5
6
7
8

$ 1 ,458,672 $

140,272
145,867
145,867
137,075
569,082 $

DESCRIPTION
Beginning Balance Per Decision No. 67093
None
None
None
None
Per Staff
Company Proposed Imputed Reg. CIAC
Staff Adjustment $

(D)
CIAC

REMA\NG
BALANCE

SI ,458,672
1,318,400
1,172,533
1 ,026,665

889,590
889,590
656,402
233,188

l

.n

I

r

REFERENCES:
Columns [A]: Fiscal Years
Column [B]: Beginning Balance per Decision No. 67093
Column [C]: Annual Amortization of Col [B] using 10 year recovery period per Decision No. 67093
Column [D]: ClAC per Decision No. 67093, less amortization.



ARIZONA-AMERICAN WATER COMPANY - SUN CITY WEST WASTEWATER
Docket No. WS-01303A-06-0491
Test Year Ended December 9. 2005

Surrebuttal Schedule GWB - CB
FINAL

RATE BASE ADJUSTMENT #4 _ REALLOCATION OF NW VALLEY REGIONAL TREAT. FAC

STAFFCOMPANY
AS

FILED
STAFF

ADJUSTMENTS ADJUSTED

$ 23.022 $ 16,014

18.611
$
$ 13,617

15.214
19.841

15.214
13,802

82.283
17.442
130.902
2

82,283
17,442
130,902
2

53.259

(7,007) $
(1,811) $

$
(4,994) $
(131) $

$
(6,039) $
(1,227) $

$
$
$
$

(1,053) $

$
$

(3,226) $

$
(14,474) $

$

53,259
2

10.598
13.451
47.552
(141) $

$
$

13,451
33.079
(141)

442.641
20.747

2.758.422
934.046

1.495.477

752.939

$
$

13,009,430

1520.961
$

no.
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

Accn-n0
304100
304200
304510
304600
304600
304620
304800
307000
340100
340200
340300
340330
340500
341100
343000
344000
346100
346100
346300
347000
351000
351000
352000
352000
353200
353200
353500
354200
354200
354300
354500
354500
360000
360000
361100
361100
362000
362000
363000
363000

DESCRIPTION
Struct & Imp SS
Struct & Imp P
Struct & Imp AG Cap Lease
Struct gt Imp Offices
Struct & Imp Offices
Struct & Imp Leasehold
Struct gt Imp Misc
Wells & Springs
Office Furniture & Equip
Comp & Periph Equip
Computer Software
Comp Software Other
Other Office Equipment
Trans Equip Lt Duty Trks
Tools,Shop, Garage Equip
Laboratory Equipment
Comm Equip Non-Telephone
Comm Equip Non-Telephone
Comm Equip Other
Misc Equipment
WW Organization
WW Organization
WW Franchises
WW Franchises
WW Land & Ld Rights Coll
WW Land & Ld Rights Coll
WW Land & Ld Rights Gen
WW Struct & Imp Coll
WW Struct & Imp Coil
WW Struct gt Imp SPP
WW Struct gt Imp Gen
WW Struct & Imp Gen
WW Collection Sewers Forced
WW Collection Sewers Forced
WW Collecting Mains
WW Collecting Mains
WW Special Coll Struct
WW Special Coll Struct
WW Services Sewer
WW Services Sewer 2.650.379

(388) $

$
(134,728) $ 307,913

$ 20,747

$
(605,859) $ 2,152,563
(284,299) $ 649,747

$
$ 1,495,477

$
$ 752,939

$
(9,682) $12,999,748

$
(33,400) $ 1,487,562

$
(1,588) $ 2,648,791



6,907
37,273

1 ,930,854

1,082,066

5,355,333
29,918
69,945

6,101 ,457
31,685

1 ,048,273
245,070

1 ,034,545

903,776

91 ,546

112,726

18,930

178,945

234,751
11 ,270

5,299
10,638

105,199
56,408
12,955

334,981

41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78

371100
371100
380000
380050
380050
380100
380100
380200
380250
380300
380400
380400
380500
380600
380600
380625
380625
380650
380650
382000
382000
389100
389100
390000
390000
391000
391000
392000
393000
393000
393000
394000
395000
396000
397000
397000
398000

WW Pump Equip Elect
WW Pump Equip Elect
WW TD Equipment
TD Equip Grit Removal
WW TD Equip Grit Removal
WW TD Equip Sad Tanks/Acc
WW TD Equip Sed Tanks/Acc
WW TD Equip Sludge/Effl Rmv
WW TD Equip Sldge Dig Tnk
WW TD Equip Sldge Dry/Filt
WW TD Equip Aux Effl Trmt
WW TD Equip Aux Effl Trmt
WW TD Equip Chem Trmt Plt
WW TD Equip Oth Disp
WW TD Equip Oth Disp
WW TD Equip Gen Trmt
WW TD Equip Gen Trmt
WW TD Equip Influent Lift S
WW TD Equip Influent Lift S
WW Outfall Sewer Lines
WW Outfall Sewer Lines
WW Oth Plt & Misc Equip Inf
WW Oth Plt & Misc Equip Inf
WW Office Furniture & Equip
WW Office Furniture & Equip
WW Trans Equipment
WW Trans Equipment
WW Stores Equipment
WW Tool Shop & Garage Equip
WW Tool Shop 8t Garage Equip
WW Tool Shop gt Garage Equip
WW Laboratory Equipment
WW Power Operated Equip
WW Communication Equip
WW Misc Equipment
WW Misc Equipment
WW Other Tangible Plant

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

$

70,250

$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$

$43,168,323

(2,102) $ 4,805
(11,345) $ 25,928

(587,701) $ 1,343,154
_ $ _

- $ 1,082,066
_ $ _

(1,630) $ 5,353,702
(9,106) $ 20,812

(21,290) $ 48,656
- $ 6,101,457

(9,644) $ 22,041
- $ 1,048,273
- $ 245,070
_ $ _

- $ 1,034,545
- $ _

- $ 903,776
_ $ _

- $ 91,546
_ $ _

(5,493) $ 107,233
_ $ _

(5,762) $ 13,168
_ $ _

(659) $ 178,287
_ $ _

.. $ 234,751
- $ 11,270

(1,613> $ 3,686
(3,238) $ 7,400

(482) $ 104,717
- $ 56,408
- $ 12,955

(2,757) $ 332,224
_ $ _

- $ 70,250
_ $ _

(1,772,728) $41,395,595

I
r

REFERENCES;
Columns [A]: GWB-4 Column [A], net of ADJ 1 and ADJ 2
Columns [B]: Reductions to SCW Rate Bases for reduced allocation

of Northwest Valley Regional Treatment Facility
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ARIZONA-AMERICAN WATER COMPANY . SUN CITY WEST WASTEWATER
Docket No, WS-01303A-06-0491
Test Year Ended December 9, 2005

OPERATING INCOME STATEMENT - TEST YEAR AND STAFF RECOMMENDED

LINE
NO.

OPERA TING REVENUES;
Wastewater Revenues
Other Wastewater Revenues
Other
Total Operating Revenues

DESCRIPTION

$

$

$ 4,538,405

COMPANY
TEST YEAR
AS FILED

4,537,405
1,0o0

434,668
49,650
53,383
37,473

315,111

124 ,505
422,058

550,334

119,161

[A]

46,921

33,780
83,530

STAFI:
TEST YEAR

ADJUSTMENTS

$

$

$

(375,783)

[B]

(25,815)

(90,553)

[C]
STAFF

TEST YEAR
AS

ADJUSTED

$4,538,405

$4,537,405
1 ,too

42,327
234,954

1 ,532, 175
45,329

247,950
1 ,838

(375,783)
124,505
422,058

408,853
49,650
53,383
37,473

550,334

315,111

119,161

46,921

33,780
83,530

STAFF
RECOMMENDED

CHANGES

$

$

$

1,100,841

1,100,841

[D]

Surrebuttal Schedule GWB-10
FINAL

STAFF
RECOMMENDED

$

$

$ 5,638,246
1 ,too

5,839,248

42,327
234,954

1 ,532,175
45,329

261,870
422,930

[E]

(375,783)
124.505
422,058

408,853
49,650
53,383
37,473

315,111

550,334

119,161

46,921

33,780
83,530

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43

42,327
234,954

1,822,728
45,329

258,861
(273,517)

(10,911)
275,355

13,920
421,092

OPERA TING EXPENSES;
Labor
Salaries & Wages - Officers, Directors
Employee Pension and Benefits
Reallocation of NW Valley Regional Treatme
Waste Disposal
Fuel and Power
Fuel for Power Production
Chemicals
Materials & Supplies O 8 M
Management Fees
Customer Accounting
Rents
Gen'l Office Expense
Contractual Services - Testing
Contractual Services - Other
Rental Of Building/Real Property
Rental Of Equipment
Transportation Expenses
insurance - Group
Insurance - General Liability
Insurance - Workman's Compensation
insurance - Other Than Group
Telephone
Pension
Maintenance
Training, Travel, and Meals
Dues
Regulatory Comm, Exp. - Rate Case
Miscellaneous
Depreciation 8 Amortization Expense
Taxes Other Than income
Property Taxes
Income Tax
Payroll and Other Taxes
Total Operating Expenses
Operating income (Loss) $

4,201,256
337,149 $

(227,707)
227,707

3,973,549
$ 584,856 $

435,012
665,829 s

4,408,561
1,230,685

References:
Column (A): Company Schedule C-1
Column (B): Schedule GWB 11
Column (C): Column (A) + Column (B)
Column (D): Schedules GWB 2, Lines 29 and 37
Column (E): Column (C) + Column (D)



References:
GWB 12
GWB 13
GWB 14
GWB 2
GWB QB

ADJ #
1 Management Fees
2 Depreciation Expense
3 Property Taxes
4 Income Taxes
5 Reallocation of NWVRTF

ARIZONA-AMERICAN WATER COMPANY . SUN cITy WEST WASTEWATER
Docket No. WS-01303A-06-0491
Test Year Ended Decembers, 2005

SUMMARY OF OPERATING INCOME ADJUSTMENTS . TEST YEAR

LINE
NO.

I l

DESCRIPTION

$

$

$ 4,538,405

[A]
COMPANY
AS FILED

4,537,405
1 ,000

434,688
49,650
53,383
37,473

124,505
422,058

315,111

550,334

119,161

46,921

33,780
83,530

$

$

$

ADJ #1

(25,815)

[B]

$

$

$

ADJ #2

[C]

$

$

$

ADJ #3

[D]

s

$

$

ADJ #4

[E]

$

$

$

ADJ #5

(375,783)

[G]

Surrebuttai Schedule GWB-11
FINAL

$

$

$

[G]
STAFF

ADJUSTED

4,537,405
1,o00

4,538,405

42,327
234,954

1,532,175

(375,783)

124,505
422,058

408,853
49,650
53,383
37,473

550,334

315,111

119,161

46,921

33,780
83,530

42,327
234,954

1,622,728 (90,553)

(10,911)

OPERA TING REVENUES;
1 Wastewater Revenues
2 Other Wastewater Revenues
3 Other
4 Total Operating Revenues
5
6 OPERATING EXPENSESI
7 Labor
8 Salaries 8= Wages - Officers, Directors
9 Adjustment to NW Valley RTF Expends

10 Purchased Wastewater Treatment
11 Waste Disposal
12 Fuel and Power
13 Fuel for Power Production
14 Chemicals
15 Materials & Supplies O & M
16 Management Fees
17 Customer Accounting
18 Rents
19 Gen'l Office Expense
20 Contractual Services - Testing
21 Contractual Services - Other
22 Rental Of Building/Real Property
23 Rental Of Equipment
24 Transportation Expenses
25 insurance - Group
26 insurance - General Liability
27 Insurance - Workman's Compensation
28 Insurance - Other Than Group
29 Telephone
30 Pension
31 Maintenance
32 Training, Travel, and Meals
33 Dues
34 Regulatory Comm. Exp. - Rate Case
35 Miscellaneous
36 Depreciation & Amortization Expense
37 Taxes Other Than income
38 Property Taxes
39 income Tax
40 Payroll and Other Taxes
41

258,861
(273,517)

45,329
275,355

247,950
1,838

45,329

42 Total Operating Expenses
43 Operating income (Loss)

$
$

4,201,254
337,151

$
s

(25,815)
25,815

$ (90,553)
$ 90,553

$
$

(10,911)
10,911

$ 275,355
$(275,355)

$
$

(375,783)
375,783

$
$

3,973,549
564,856



ARIZONA~AMERICAN WATER COMPANY .. SUN CITY WEST WASTEWATER Surrebuttal
Schedule GWB-12
FINAL

Docket No. WS-01303A-06-0491
Test Year Ended December 9. 2005

OPERATING INCOME ADJUSTMENT #1 - MANAGEMENT FEES

DESCRIPTION
COMPANY
PROPOSED

STAFF
ADJUSTMENTS

STAFF
RECPMMENDED

Management Fees $ 434,868 $(25,815) 409.053

References
Column (A), Company Schedule C-1
RATE BASE ADJUSTMENT #5 - IMPUTED REGULATORY CIAC
Column (C): Column (A) + Column (B)
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ARIZONA-AMERICAN WATER COMPANY . SUN CITY WEST WASTEWATER
DocketNo. WS-01303A-06,04g1
TestYear Ended December 9, 2005

Surrebuttal Schedule GWB-13
FINAL

OPERATING ADJUSTMENT #2- DEPRECIATION EXPENSE

LiNE
NO.

ACCT,
NO. DESCRIPTION

tAl
PLANT

BALANCE

[B]
DEPRECIATION

RATE

[C]
DEPRECIATION

EXPENSE

SERVlCEf
$
$
$
$
$
$
$

16,014
4,138

2.50%
1.67%

$ 400
69

1.67%
4.63%
4.63%
2.52%
4.04%
15.89%
37.71%
37.71%

232
704
639

(31)
3,324
2,771

49,363
1.068

PLANT IN
304100
304200
304510
304600
304620
304800
307000
340100
340200
340300
340330
340500
341100
343000
344000
345100
346300
347000
351000
352000
353200
353500
354200
354300
354500
360000
361100
362000
363000
371100
380000
380050
380100
380200
380250
380300
380400
380500
380600
380625
380650
382000
389100
390000
391100
391000
392000
393000
394000
395000
396000
397000

Struct & Imp SS
Struck & Imp P
Struct & Imp AG Cap Lease
Struct & Imp Offices
Struck 8. Imp Leasehold
Struck & Imp Misc.
Wells & Springs
Office Furniture & Equip
Comp & Periph Equip
Computer Software
Comp Software Other
Other Office Equipment
Trans Equip Lt Duty Trks
Tools,Shop,Garage Equip
Laboratory Equipment
Comm Equip Non-Telephone
Comm Equip Other
Misc Equipment
WW Organization
WW Franchises
WW Land & Ld Rights Coll
WW Land & Ld Rights Gen
WW Struct & Imp Coll
WW Struct & Imp SPP
WW Struct & Imp Gen
WW Collection Sewers Forced
WW Collecting Mains
WW Special Coll Struct
WW Services Sewer
WW Pump Equip Elect
WW TD Equipment
TD Equip Grit Removal
WW TD Equip Sed Tanks/Acc
WW TD Equip Sludge/Effl Rmv
WW TD Equip Sldge Dig Tnk
WW TD Equip Sldge Dry/Filt
WW TD Equip Aux Effl Trmt
WW TD Equip Chem Trmt Plt
WW TD Equip Oth Disp
WW TD Equip Gen Trmt
WW TD Equip Influent Lift S
WW Outfall Sewer Lines
WW Oth Pit & Misc Equip inf
WW Office Furniture & Equip
Computer Equipment
WW Trans Equipment
WW Stores Equipment
WW Tool Shop & Garage Equip
WW Laboratory Equipment
WW Power Operated Equip
WW Communication Equip
WW Misc Equipment
Total Plant in Service

28.05%
3.61%
3.71%
9.88%
7.91%
5.10%
0.00%
0.00%
0.00%
0.00%
5.00%
5.00%
1 .67%
2.07%
2.04%
8.40%
2.04%
5.42%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
4.98%
4.59%
4.55%

25.00%
3.91%
4.47%
3.71%
5.02%

10.30%
5.10%
4.08%

14,939
84

274
4,597

(11)
296

$
$
$
$
$
$
s
$
s
s
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
$
s
s
$
$
$
$
$
$
$
$
$
$
$

13,917
15,214
13,802
(1,227)
82,283
17,442

130,902
2,832
2,408

53,259
2,326
7,372

46,529
(141)

5,797
4,078

955
307,913
20,747

2,152,563
649,747

1,495,477
752,939

12,999,748
1,487,182
2,648,791

30,734
1,343,153

869,984
5,353,703

20,812
48,655

6,101,457
1,070,314

245,070
1,034,545

900,789
91,546

107,233
13,168

144,219
34,067

234,751
11,270

115,803
56,408
12,955

332,224
70,250

41,176,116 $

107,628
32,487
24,974
15,586

265,195
124,923
54,035
1,666

67,158
43,499

267,685
1,041
2,433

305,073
53,516
12,253
51,727
45,039
4,577
5,362

656
6,620
1,550

58,688
441

5,176
2,093

650
34,21 g
3,583

1,676,253

0.00%
000%
000%
0.00%

$

4,078.00
954.71

307,912.81
20,747.00
40,842,423 $ 1,678,253

411%

1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
G4
65
66
67
68
69

$ 5,122 $
$

Less Non Depreciable Plant
351000.00 WW Organization
352000.00 WW Franchises
353200.00 WW Land & Ld Rights Coll
35350000 WW Land s. Ld Rights Gen

Net Depreciable Plant and Depreciation Amounts
Composite Depreciation Rate
Less
Amortization of Regulatory CIAC at Settlement Rate
Amortization of CIAC at Composite Rate
Staff Recommended Depreciation Expense
Company Proposed Depreciation Expense
Staff Adjustment s

145,867
210

1,532,175
1,622,728
(90,553)

References
Col A Schedule GWB-4
Col B Proposed Rates per Staff Engineering Report for Non Allocated Plant
C01 C Col [A] times Col [B]



LINE
NO. DESCRIPTION

STAFF
AS ADJUSTED

STAFF
RECOMMENDED

1
K

ARIZONA-AMERICAN WATER COMPANY - SUN CITY WEST WASTEWATER Surrebuttal Schedule GWB-14
FINALDocket No. WS-01303A-06-0491

Test Year Ended December 9, 2005

OPERATING ADJUSTMENT #3 .. PROPERTY TAX EXPENSE

[A] [B]

$ 4,538,405
2

9,076,810
4,538,405

13,615,215
3

4,538,405
2

9,076,810
13,454
47,008

9,043,256
0.250

2,260,814
10.97%

247,950
258,861

$ 4,538,405
2

9,076,810
5,639,246

14,716,056
3

4,905,352
2

9,810,704
13,454
47,008

9,777,150
0.235

2,297,630
10.97%

$
$
$ (10,911)

$
$
$
$
$

251,988
9,882

261,870
247,950

Staff Adjusted Test Year Revenues - 2005
Weight Factor
Subtotal (Line 1 * Line 2)
Staff Recommended Revenue
Subtotal (Line 4 + Line 5)
Number of Years
Three Year Average (Line 5 / Line 6)
Department of Revenue Mutilplier
Revenue Base Value (Line 7 * Line 8)
Plus: 10% of CWIP _ 2005
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 - Line 11)
Assessment Ratio
Assessment Value (Line 12 * Line 13)
Composite Property Tax Rate - Obtained from ADOR
Staff Test Year Adjusted Property Tax Expense (Line 14 * Line 15)
Company Proposed Property Tax
Staff Test Year Adjustment (Line 16 - Line 17)

Property Tax on Staff Recommended Revenue (Line 14 * Line 15)
Tax on Parcels
Total Test Year Property Tax
Staff Test Year Adjusted Property Tax Expense (Line 16)
Increase in Property Tax Due to Increase in Revenue Requirement 13,920

1
2
3
4
5
6
7
8
9

1 0
11
12
1 3
14
1 5
1 6
17
1 8

1 9
20
21
22
2 3

24
2 5
26
27

Increase in Property Tax Due to Increase in Revenue Requirement (Line 21)
Increase in Revenue Requirement
Increase in Property Tax Per Dollar Increase in Revenue (Line 22 / Line 23)

$
$

13,920
1 ,100,841
1 .26446%

REFERENCES:
Line 15: Composite Tax Rate obtained from Arizona Department of Revenue
Line 17: Company Schedule C-1, Line 24
Line 21: Line 19 - Line 20
Line 23; Schedule GWB-1, Line 8
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ARIZONA-AMERICAN WATER COMPANY -SUN CITY wEsT WASTEWATER Surrebuttal Schedule GWB-15
FINALDocket No. WS-01303A-06-0491

Test Year Ended December 9, 2005

OPERATING INCOME ADJUSTMENT #4 - INCOME TAXES

LINE
no. DESCRIPTION

[A]
COMPANY
PROPOSED

[B]
STAFF

ADJUSTMENTS

[C]
S TAFF

RECOMMENDED

1 Income Taxes $ (273,517) $ 275,355 $ 1 ,838

References:
Column (A), Company Schedule C-2

Column (C): Column (A) + Column (B)



ARIZONA-AMERICANWATER COMPANY . SUN clTy WEST WASTEWATER Surrebuttal Schedule GWB-16
FINALDocket No. WS-01303A-06-0491

Test Year Ended December 9. 2005

OPERATING INCOME ADJUSTMENT #5 - REALLOCATION OF EXPENSES NW VALLEY REGIONAL TREATMENT FAC

DESCRIPTION
COMPANY
PROPOSED

STAFF
ADJUSTMENTS

STAFF
RECOMMENDED

$
$
$ 0

$

$

1.238.284
24.683

1262.967
68.000%
858.818

Operating Expenses
Taxes Other Than Income
Total Subject to Allocation

Allocation Factor
Expenses Allocated to Sun City West $

1,238,284
24.683

1,262,967
97.754%

1,234,601 (375,783)

References
Column (A), Company Schedule Plant & Expense, Aofl tab
Column (A): Company Allocation Based on flows
Column (C): Staff recommended allocation rate and related allocation of expenses


